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RURAL COMMUNITY RESOURCES 



WEDNESDAY, MAY 22, 1985 

Congress of the United States, 
Subcommittee on Agriculture and Transportation 

of the Joint Economic Committee, 

Washington, DC. 

cJ^o SU ^°i mmittee met ' P ursuant to notice, at 10:10 a.m., in room 
&D-5b£ Dirksen Senate Office Building, Hon. James Abdnor (chair- 
man of the subcommittee) presiding. 

Present: Senators Abdnor and D'Amato. 

Also present: Dale Jahr, professional staff member. 

OPENING STATEMENT OF SENATOR ABDNOR, CHAIRMAN 
Senator Abdnor. The Subcommittee on Agriculture and Trans- 
portation of the Joint Economic Committee will come to order I 
want to welcome this distinguished panel of individuals we have 
here to testify today on a very, very important subject. As I am 
sure our staff has told you, we are trying to find out some facts and 
maybe even some suggestions on where we are going with our 
rural community in the future. 

This is the third in a series of hearings focusing on rural Amer- 
ica I o date, we have discussed in detail the rural economy and its 
problems and potential. Today, we are broadening our agenda dra- 
matically by discussing another foundation of rural society. The 
rural economy and the rural social structure revolve around the 
types and quality of community services available to its residents. 

Families remain the dominant social structure in rural areas 
The family-run businesses are an important part of the local econo 
my and the family-related activities are a big part of the social life 
of communities. But family members today are subject to dynamic 
changes and influences outside the family realm. In this modern 
age of easy and independent travel and modern communications, 
the rural culture is less isolated than it has been historically. And, 
due to tough financial circumstances, manv ft^nilies are coping 
with tremendous stress which is affecting relationships and eroding 
family ties. 

Quality of life is determined in part by the variety of community 
services offered. Fundamental to this are the commercial goods and 
services available, social outlets, and the activities such as those of- 
fered by church and civic organizations, recreation facilities, and 
the like and, of course, health care, and education. In fact, all of 
these services are primary considerations of industry as they 
search for locations to establish their facilities. 

(1) 
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Health care in rural areas is a challenging topic indeed. State-of- 
the-art medical technology is rapidly changing and becoming more 
expensive, requiring personnel to be better trained and more cost 
conscious. In many cases, the^e changes are making it difficult for 
small communities to provide all the services they desire. In 
remote areas, travel time can be the life-or-death factor in emer- 
gencies. 

Rural America takes great pride in its educational traditions. 
Whether we are talking about one-room school houses or consoli- 
dated school districts, the quality of rural education is unsurpassed 
in the United States. Rural America truly educated all of America 
Rural-educated residents have migrated to urban and metropolitan 
areas for decades, and these cities have been benefiting greatly by 
the able training of these citizens— and at no expense to local tax- 
payers. To the point, rural communities through tie years have 
subsidized urban areas in this regard. I am curious as to whether 
this has resulted in a kind of "brain drain" on rural America as 
well. 

Before we start, I want to say that I really believe in solving the 
problems of rural America because all of my State is rural, as you 
from South Dakota know. I go up and down those roads, through 
these towns, every week. Last week I was in a couple of our largest 
cities and a couple of small ones. I made a commencement speech 
over at New Effington, a town that is not very large. When you go 
up and down those main streets you have to ask yourself, what arc 
we going to do to try to keep them alive? In this Congress, I do not 
find people that are that much concerned about rural America. 

It is a tough, tough situation. I keep asking myself as I look, 
what is it we can do? There have to be certain things. Out in my 
State right now, on top of everything else— I know Mr. Farmer is 
coming from the West River country — over half of my State is 
going through a severe drought right now. I talk to people, they 
are under tremendous stress. I am shocked by some of the people, 
my very close friends, that I have never known to come under this 
kind of stress. Even when you have good crops right now in rural 
America, you are still under stress. 

So, solutions are what we are searching for, and hopefully this is 
the kind of information we can get out of tUs hearing. We hope to 
bring it to the attention of other Members of Congress. 

You have come from a long ways off and I have already taken 
far too much time. 

Mr. Coward, can we start with you today? 

STATEMENT OF RAYMOND T. COWARD, PROFESSOR OF SOCIAL 
WORK, CENTER FOR RURAL STUDIES, UNIVERSITY OF VERMONT 

Mr. Coward. Thank you, Mr. Chairman. 

It is my privilege to join with you today in this discussion of the 
impact of the economy on rural families. By organizing and con- 
vening these hearings, you have begun to address a topic that for 
too long has not received the national and legislative attention it 
deserves, and those of us who live and work in rural America ap- 
preciate your determination. 
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In my opinion, two circumstances have contributed to the lack of 
attention that our Nation has directed toward the rural economy 
First, the discovery in the 1970 census of a reversal in the century- 
long pattern of Americans migrating from the country to the city 
caused some to declare that a rural renaissance was underway. 

fhis rejuvenation of rural America was in stark contrast to earli- 
er images of small towns as places that had been left behind, and 
the new image of rural America implied that small towns were 
sought after places to live and that they were a good investment 
and location for manufacturers, and that they offered a quality of 
life that was unsurpassed in other parts of modern America. 

Most of these popular accounts of what was happening in rural 
America, however, failed to portray the unevenness of tWs growth. 
Not all rural communities experienced a reversal in population mi- 
gration, and certainly in the Northeast we have seen many who 
stall continue to lose people. Not all rural communities have been 
able to attract industrial concerns to locate in their area and there- 
fore there have been many rural communities which continue to 
experience severe problems of unemployment and underemploy- 
ment. 

I once heard a black economic development specialist from Mis- 
sissippi comment that there were some shady spots in the Sun Belt, 
and he was implying that all communities in that region had not 
prospered the way some communities had. In our discussions here 
today, we must understand that the same is true of rural America. 
Small towns and rural communities have not equally shared in the 
fruits and bounties of the so-called rural renaissance. Some have 
grown and prospered, whereas others have continued to struggle 
with economic stagnation. 

And even when the attention of our Nation can be focused on the 
rural economy, it seems to be fixated on one part-— a very impor- 
tant i>art— namely, agriculture. I am certainly not suggesting that 
American farmers are not experiencing difficulties, even cata- 
strophic economic difficulties; nor am I trying to deny the crucial 
role of agriculture in the overall rural economy. I just want us to 
be clear that farmers are not the only rural Americans who are 
coping with difficult economic problems. 

For instance, we know that a greater percentage of rural fami- 
lies, as compared to urban families, have incomes which are below 
the poverty line, and that less than 10 percent of those live on 
farms. It is the so-called nonfarm segment of rural society which 
bears the brunt of poverty. Moreover, many of the heads of house- 
holds of rural poor families are employed full time in the market 
place. And yet, they are still unable to make enough money to pro- 
vide for their families. For these families, economic hard tunes ^are 
\ °f ltf e > i* ^ rare when the current robust expansion of 
the U.S. economy touches their lives. 

We also know that only a small minority of rural workers are 
associated with agriculture. There are three times as many factory 
workers as farm workers in rural America. In addition, most rural 
workers are employed by small businesses, those same small busi- 
nesses that you talked about in your opening statement that have 
found it hard to maintain their competitive edge and who have ex- 
perienced unprecedented failures in this decade. As a consequence, 
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some rural workers have been forced to choose between two equal- 
ly unsatisfactory alternatives— either move and relocate their 
famil> to where the jobs are, which are usually in metropolitan 
areas or those few boom town kind of rural areas, or take more 
marginal iobs in the local economy. 

Now, when faced with economic stresses such as unemployment, 
underemployment, seasonal employment, reduced income, chron- 
ically lower pay scales, all families, including families in contempo- 
rary America, rely on a combination of two sources to aid them 
cope, their informal network— which is usually their family — and 
the formal network of services that exist in their community. 

Now, families in contemporary rural America are not particular- 
ly advantaged in regard to the first form of help, the informal net- 
work, and are severely disadvantaged in regard to the availability 
of the second form of help, community services. 

Despite nostalgic images of rural families who are immersed in a 
social network of family and friends which come to their aid in 
times of need, social science research has not particularly con- 
firmed that notion. It is not that rural families are disadvantaged 
in regard to the availability and accessibility of informal help, it is 
just that they are not particularly advantaged in this respect when 
compared with their urban counterparts. Factors other than resi- 
dence appear to be much more powerful in predicting whether a 
family is able to provide aid to someone in need. 

And in regard to the second potential source of assistance, com- 
munity services, there is little disagreement that rural residents 
are in an unfavorable position. Whether you are talking about in- 
stitutional resources like hospitals, mental health clinics, job train- 
ing programs, nursing homes, subsidized housing units or day care 
centers, or whether you want to talk about manpower resources 
like physicians, social workers, psychologists, public health nurses, 
rural residents have fewer community services available to them, 
and what is available is harder for them to reach and utilize. 

This lack of community services sometimes reduces the ability of 
the family to cope with a variety of stresses which threaten their 
lifestyles. As a consequence, some rural families arc unable to 
absorb that stiess and sometimes are faced with dysfunctional be- 
haviors like alcoholism, violence within the family, marital disrup- 
tion, and desertion. 

Let me sketch for you in conclusion a set of circumstances that I 
have seen time and time again ravish the resources of a family in 
rural America. The situation on which I want to focus has to do 
with the care of elders provided by families. 

Despite the fact that as a nation we spend more than $20 billion 
each year on long-term care of the elderly, in actuality most of the 
help provided to the elderly is done by the family. American fami- 
lies have not abandoned their older loved ones, nor abdicated their 
responsibilities. Frequently, the mayor proportion of that help falls 
on daughters— those very same daughters and wives who have 
been returning to the work place in uncommon numbers in order 
to allow their families to cope with the economic pressures that 
you have been studying. 

Between 1970 and 1980 alone, the number of nonmetropolitan 
women 16 years and older participating in the labor force increased 
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by AVz million persons or 53 percent. By 1980, half of all non-metro- 
politan women were in the labor force. 

Many of these women feel caught in the middle between the 
competing demands of their elderly parents, their own husbands 
and children, and their jobs. It is not as if the mcgority of rural 
women are employed in well-paying professions; rather, they con- 
tinue to be employed within a narrow range of occupations, mostly 
clerical and service jobs that generally offer low wages, minimum 
levels of prestige, and little chance of advancement. 

Now, we have witnessed in the last decade the development of a 
number of services in our Nation intended to help the helpers, 
services aimed at augmenting the care that is provided by fami- 
lies—adult day care, respite care, support groups, educational semi- 
nars are all examples of the growth of programs which are intend- 
ed to empower families to take care of their elders. But with few 
exceptions, these services are rarely available in rural communi- 
ties—and declining rural communities are probably the last to re- 
ceive such services. 

The point of this whole vignette is that the absence of these com- 
munity services can often result in rural families being caught be- 
tween a rock and a hard place. Economic circumstances have made 
the dual-earner family a reality of contemporary rural America. 
Such life styles are most satisfactory and functional when there is 
a set of community services— such as child care, adult day care, 
after-school programs— which permit families to cope positively 
with the full range of their responsibilities. In the absence of such 
services, the demands and hardships which precipitate from certain 
stressors may exceed the ability of the family to respond. 

Let me close by reminding all of us of three realities of family 
life in rural America in the 1980's. First, rural families have not 
somehow been protected from the m^jor social problems that have 
infected other segments of our society. Nonmetropolitan families 
demonstrate rising rates of divorce, family violence, and adolescent 
pregnancies. Rural poverty is not uncommon. Many rural elderly 
live in deplorable conditions and, like their urban and suburban 
counterparts, rural families are experiencing significant increases 
in substance abuse, stress, and mental health problems. Do not 
allow our vision to be clouded by the myths that portray country 
living and rural life as simple, pure, and wholesome. 

Second, economic circumstances have transformed the work 
places of rural America. Most rural workers now work off the farm 
and most rural families have two members employed in the labor 
force. 

Finally, we must acknowledge that rural families are sometimes 
at a disadvantage when they attempt to cope with the hardships 
and demands of these new lifestyles. There is a need, I believe, for 
additional community services which are designed to support the 
family as it attempts to cope with these internal and external pres- 
sures. 

Thank you for the opportunity to be here. 
[The prepared statement of Mr. Coward follows:] 
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Prepared Statement or Raymond T. Coward 



Mr. Chairman, Ladies and Gentleman of the Committee, it is 
my privilege to join with you today in your discussions of the 
impact of the economy on rural families and their communities. By 
organizing and convening these hearings you have begun to address 
a topic that for too long has not received the national and 
legislative attention it deserves, and those of us who live end 
work in rural America appreciate your determination to insure 
that our needs do not, once again, "fall between the cracks." 

In my opinion, two circumstances have contributed to the 
lack of attention that our nation has directed towards the rural 
economy. First, the discovery in the 1970 Census of >i reversal 
in the century-long pattern of Americans migrating from the 
country to the city caused some to declare that « "rural 





renaissance" was underway. 

This rejuvenation of rural America was in stfcrk contrast to 
earlier images o* umal 1 towns as places that had been "left 
behind." The "new" image of rural America implied that small 
towns were sought-after places to live, that they were good 
investments and locations for manufacturers and that they offered 
a quality of life that was unsurpassed in other parts of modern 
America — and aggregate social and economic data existed to 
back-up each of those claims. 

Most of these popular accounts of what was happening in 
rural America, howeve- , failed to portray the unevenness of the 
rejuvenation that was occuring. Not all rural communities 
experienced a reversal in population migration — many still 
continued to lose people. Not all rural communities were able to 
attract industrial concerns to locate in their areas and, 
therefore, there were many rural communities which continued to 
experience severe probl ems of unempl oyment and under crop 1 oyment - 

I once heard a Blacl economic development specialist from 
Mississippi comment that there were some "sh^dy spots" in the Sun 
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Belt — implying that all communities in the South and Southwest 
had not participated equally in the tremedou* «conomic and 
population growth of ' * * region. In our discussions here today, 
we must understand that the same is true of rural America — 
smain towns and rural communities have not egual 1 v; shared in the. 
f rui ts and bounties of the so-called rural renaissance -- some 
have grown and whereas others have continued to 

st r ugg l_e with economic stagnation-. 

Even when the attention of the nation can be focused on the 
rural economy, it appears to be fixated on only one segment of 
that economy — namely, agriculture. I am not suggesting that 
America farmers are not failing difficult, even catastrophic, 
economic difficulties; nor am I trying to deny the critical, and 
perhaps dominant, role agriculture plays in the overall rural 
economy. Rather, I want to remind each of us that farmers are not 
the only rural Americans coping with economic difficulties. 

For instance, we know that & greater percentage of rural 
families (as compared to urban families) have incomes below the 
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poverty line but that less than 10V. of those families live on 
farms. It is the so-called "non-farm" segment of rural society 
which bears the brunt of poverty. Moreover, many of the heads of 
households of rural poor families are employed full-time in the 
marketplace; yet, they are still unable to make enough money to 
provide for their families. For theso families, economic hard- 
times are a way of life and it is rare when the current robust 
expansion of the overall U.S. economy touches their lives. 

We also know that only a small minority of rural workers are 
associated with agriculture — there are three times as many 
factory workers as farm workers in rural America! In addition, 
most rural workers are employed by snail businesses — those same 
small businesses that have found it hard to maintain \.heir 
competitive edge in the world marketplace and who have 
experienced unprecedented numbers of failures m this decade. As 
a consequence, some rural workers have been forced to choose 
between two equally unsatisfactory alternatives — either 
relocate their families to "where the Jobs are" (usually either 
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metropolitan areas or "boon town" rural communities) or take mo-e 
marginal jobs in the local economy. 

When -faced with economic stressors such as unemployment, 
underemployment, seasonal employment, reduced income, chronically 
lower pay scales or a diminished/depressed employment market, all 
families, including families in contemporary rural America, rely 
on a combination of two sources of aid to help then cope — their 
informal support network (the most prominent element of which is 
vheir fanily) and the formal network of services that exist in 
their communities. 

Eaffiiiigs iD contemporary, rural. America are Qot gart i.cu]_ar£y 
advantaged in regard, to the first source of help. Ithe informal, 
network)^ and are severely, disadvantaged, iq regard to the second 
•sour eg of as/Si.stance Ithe ayai 1 abi li ty of formal, community 
Sfir.yjLS.fiSij. 

Despite nostalgic images of rural families who are emersed 
in a social support network of family and friends which comes to 
their aid in times of neesd, social sciance research has provided 
little support for this notion. It is not that rural families 
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are disadvantaged in regard to the availability and *ccessabi 1 i ty 
of informal network support, it is just that they are not 
particularly advantaged in this respect when compared with their 
urban counterparts. Factors other than residence appear to be 
much more powerful predictors of whether or not an individual 
will receive aid from his network of family and friends. 

In regard to the second potential source of assistance, 
community services, there is little disagreement that rural 
residents are m an unfavorable position. Whether you are 
talking about institutional resources (like hospitals, mental 
health clinics, job training programs, nursing homes, subsidized 
housing units or day care centers) or manpower resources <l x ke 
physicians, social workers, psychologists or public health 
nurses), rural residents have fewer community, services available 
£.9 them and what is available is harder to reach. 

This lack of community services sometimes reduces the 
ability of the family to cope with a variety of stressors, 
including economic, which threaten their lifestyles. As a 
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consequence, some rural families are unable to absorb the stress 
with which they are faced and dysf unctional behaviors somg£iQje<s 
result — behaviors like increased alcoholism, violence within 
the family, marital disruption or desertion. 

Let me sketch for you a set of circumstances that I have seen 
time and time again ravish the resources, both economi c and 
emotional, of families in rural America. The situation op which I 
want to focus has to do with the care of elders provided by 
f ami 1 ies. 

Despite the fact that as a nation we spend more than t20 
billion dollars each year on the long-term care of the elderly, 
in actuality, most care for the elderly is provided by the 
££QLLy.' American families have not atandoned their older loved 
ones nor abdicated their responsibilities — rather, our own 
research conducted in the Northeast has confirmed the work of 
others and has affirmed the prominent role of family members as 
caregivers to the elderly. 
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Frequently, a major proportion of this burden fall* on 
daughters — those very same daughters, and wives, who have been 
returning to the workplace in uncommon numbers in order to allow 
their families to cope with the economic realities of life in our 
society. Between 1970 and 1980 alcne, the number of 
nonmetrotolitan women 16 years and over participating in the 
labor force increased by 4.5 million persons or 53 percent. By 
1980, 48 percent of all nonmetropol l tan women were in the labor 
force. 

Many of these women feel "caught in the middle" — between 
the compeating demands of their elderly parents, their own 
husbands and children and their jobs. And it is not as if rural 
women are employed in well-paying professions; rather, they 
continue to be employed within a narrow range of occupations 
(mostly clerical and service jobs) that generally offer low 
wages, minimum levels of prestige, and little chance of 
advancement . 



0 

ERIC 



18 

BMP* mum 



14 



To complicate matters further, there are few community 
services to which these -families can turn to alleviate their 
burden. These are families who are trying desparately to fulfill 
their filial responsibility and to avoid the triuma of 
institutionalization for their elderly loved one — and, for the 
most part, they must "go it alone." Yet, research has indicated 
repeatedly that families in such circumstances are at high-risk 
t^r dysfunction or breakdown because of the absense of a 
complimentary set of community services that would augment and 
aid their efforts. 

We have recently witnessed the development of a number of 
gerontological services intended to "help the helpers" — 
services aimed at augmenting the care provided by families. Adult 
day care, respite care, support groups and educational seminars 
are all examples of the growth of program intended to empower 
families to care for their elders. But^ wi.th fey fexcep,t ^ons^ 
these services are rarely §Y.*LL*b-LE LQ rur al_ communities and 
dec l.i_ni_ng rural, communiti.es are Qrgbabl.y. the l.ast to receive such 
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services. 



The point of this vignette is that the absense of supportive 
community services can often result in families being caught 
between "the rock and the hard place." Economic circumstances 
have made the "dual-earner family" a reality of contemporary 
rural life. Such lifestyles, however, are 'most satisfactory and 
functional when ther^ are a set of community services (such as 
child and adult day care or after school programs) which permit 
families to cope positively with the full range of their new 
responsibilities. In the absense of such services, the demands 
and hardships which precipitate from certain stressors may exceed 
the ability of the family to respond. 

Let me close by reminding the Commit tee of just three 
"realities" of family life in rural America in the mid-1980s. 
First, rural families have not been somehow protected from the 
major social problems that have infected other segments of our 
society. Nonmetropolitan families demonstrate rising rates of 
divorse, family violence and adolescent pregnancies. Rural 
poverty is not uncommon, many rural elderly live in deplorable 
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conditions, and, like their urban and suburban counterparts, 
rural -families are experiencing significant increases in 
substance abuse, stress, and mental health problems. Do not allow 
your vision to be clouded by myths that egrtray cguQtry laying 
and rural, family life as simglej. gure^ and wholesome;. SkStiSC. 
gacedi free from gressurps and tensionsi and surrounded by 
gast oral, beauty and serenity. 

Second, economic circumstances have trans-formed the 
workplaces o-f rural America. Most rural workers now work o-f-f the 
■farm and most rural -families have two members employed in the 
labor -force. Both o-f these realities imply that Eubli.c ESlLSLSS 
ai_ mod at; the farm family that LQ^ 1 udes an in^glace homemaker wi.ll 
not reflect the needs of a major i.ty. of rural fami li.es* 

Lastlv, we must acknowledge that rur*l -families are 
sometimes at a disadvantage when they attempt to respond to the 
hardships and demandr o-f new li-festyles which has been shaped, in 
part, by stark economic realities. There is a need A I beii^ye^ 
for addi.ti.onal community services whi.ch designed to sup.p.ort 

t;he fanuly as it *ttemp.ts to cgp_e wi£h the internal and external 
stressors of LilS IQ SQQteffiESCSr.y CiiCal Amer I£a. 

Thank you -for the opportunity to share with you my thoughts 
and perspectives on this important topic 
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Senator Abdnor. Thank you. You have laid it out pretty well for 
us. 

The next witness I met with not too many months ago. ThingB 
were net great then and I do not think they have improved much 
since that time. 

It is a pleasure to have you here, Mr. Farmer. 

STATEMENT OF VAL FARMER, WEST 7UVER MENTAL HE ALT if 
> CENTER, RAPID CITY, SD 

Mr. Fakmer. Thank you for inviting me, Senator. 

"If I were the bank and I looked at my balance sheets, I would 
not lend me any more money either." 

Those were the words of a 42-year-old Torrington, WY, farmfcr 
given in an interview to a Denver newspaper. Two months later, he 
was dead, leaving behind a widow and a family. 

What is wrong with these supposed tough farmers and ranchers 
that they end up taking their own lives? How are they any differ- 
ent than an unemployed steel Worker in Pittsburgh of Cleveland? 

Let us listen to the words of this man himself and those of his 
wife and neighbors as they try to make sense of the tragedy. 

I am not offering my family the strength I should. I am' too 
scared. I am totally lost. I have never been tossed to the four winds 
before. His greatest concerns were for his aging parents. "The loss 
that is traumatic is watching my aging parents get pushed out. My 
father is in his 70*8, he has nowhere to go. There are not many jobs 
available for someone his age," the farmer confided. 

His wife said that he could not face "losing so many things he 
loved, his very identity," on the farm where he was born. "We 
were so deep in debt, we knew that we would have to sell. He felt 
he had nothing to offer us." 

His neighbor offered these thoughts. 

When you spend 42 years of your life going out into the field and doing some- 
thing, when you grow up wo/king in the fields and then the rag is pulled out from 
under you and suddenly there is no next yecx, well, it has to do something to your 
mind. 

A Minnesota man called in to a mental health center hotline to 
discuss his suicidal thoughts. 

I am afraid of what I am going to do. I will not be able to face not being a farmer. 
My grandfather had this farm, my father had it through the depression, and now I 
am losing it. 

Neighbors of a South Dakota farm family with dire financial 
problems dona' ad seed, fuel, fertilizer, and machinery to help the 
family plant a >pring crop. A neighbor who helped said, 

r We - u^L^ em on } here * What 9X0 ^ oin S to do in town except push others out 
of a job? This has been going on for yc^rs. Twenty years ago, I could stand in my 
yard and see 13 farms. Where is it going to end, when there is one big farm in the 
country? 

The pain is not just with foreclosures and voluntary liquidations, 
but with the loss of a way of life while yet on the farm. A Wiscon- 
sin dairy farmer explains, 

We used to make a nice living with 26 cows. My wife was not working, we were 
raising a family. The kids were in school. We would go fishing on Lake Winnebago, 
catch nice pike. 

22- 
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Now, with 60 head of cattle, he is, 

. Spending 14 hours a day, 7 dayB a week, including a couple of hours Sunday after- 
.* noon tocause the hired man has Sunday afternoon off. We are surviving. We are 
•struggling to k rvive. I am behind on payments on the feed bills. I am slightly 
behind in the bank payments. R"t I have been able to plateau so we are not going 
further behind. 

He knows neighbors that are losing in that race. They lose heart. 
They do not call the vet because they know it will run up the bill. 
They do not have that spring in their walk when they go from the 
house to the barn, and then they start holding back on the feed. 

These are examples of the one-quarter to one-third of our Na- 
tion's farmers that are facing these kinds of emotional and econom- 
ic problems. 

Is the threat farmers feel merely economic, the loss of a business 
and income for the family, or is it the loss of a cherished way of 
!ife? This is the debate betweo.1 the lender and the farmer. This is 
the debate the lender and the farmer had in. the movie "Country." 
From the standpoint of economic survival, the family farm is an- 
other business entity competing in a tough, tough market place. 
From the standpoint of emotional survival, the family farm is the 
centerpiece of a way of life that nourishes families and communi- 
ties. 

What is it that is so different? Urban residents whose primary 
allegiance with place and neighborhood has been severed will not 
be able to emotionally grasp what comes next. 

There is a love of the land, a bond between the people and soil, a 
bond between the steward and the growth of plant and animal life 
he nourishes,- and a spiritual nourishment of the steward by the 
nature he serves. The planting, the cultivating, the harvesting are 
intrinsically rewarding activities. Besides a livelihood, farmers ex- 
tract rich meaning from soil and sunlight. 

Senator Abdnor. Mr. Farmer, I am going to have to interrupt 
you. 

Mr. Farmer. Sure. 

Senator Abdnor. I want to introduce you to Senator D'Amato of 
New York who has been very, very interested in rural problems. 
You may be interested to know, he has visited South Dakota. He is 
a veiy active and involved member of this committee and I was 
surprised to learn how interested he is in the rural countryside, 
too. 

Then I realized why, after he gave me some figures and facts on 
New York. Would you like to make a statement, Senator D'Amato? 

Senator D'Amato. Thank you, Mr. Chairman. I do have another 
committee hearing. I would like to put my statement in the record 
in its entirety. 

I commend you, Mr. Chairman, for holding these hearings be- 
cause, certainly, they are most important in attempting to deal 
with the needs of rural America. 

I would imagine Professor Dunne has more of an understanding 
about New York State than do most New Yorkers. Many people 
think that New York is just that highrise, subway, crime-infested, 
drug-infested area so often reported in the media with these sensa- 
tional stories of the problems, attendant, that I just touched on. 
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But it indeed is this Nation's third leading agricultural produc- 
ing State, and its No. 1 industry is the agricultural industry. It di- 
rectly or indirectly provides 400,000-plus jobs and contributes about 
$10 billion to the economy, $3 billion which comes from the farms 
directly. 

So, we probably have a lot more in common—the upstate com- 
munities in New York, our farming communities-— than one would 
imagine. So, I am certainly appreciative of Senator Abdnor's 
honing in on this problem, his leadership in taking on this matter, 
because I think if you prioritize your programs you can get much 
more for your dollar and help lead our Nation out of the doldrums 
in the agricultural areas. 

So, Senator, thank you so very much for your leadership in this 
important area. 

Senator Abdnor. I thank you, Senator D'Amato. Tell me, I have 
never traveled upper New York State 

Senator D'Amato. We have some hearings set up. 

Senator Abdnor. That is right, we do. But you, too, have commu- 
nities that are dying, more or less, they do need some rejuvinating. 
The population is going down, people are leaving. 

Senator D'Amato. Mr. Chairman, not too dissimilar from the tes- 
timony that Mr. Farmer was just making are the stories of the 
farmers, particularly the dairymen, who have been in this business 
for generation after generation who are most reluctantly moving 
out; whose young people are not following; where it has become fi- 
nancially impossible to buy, for example, the tractor. 

We recently had the first hearings on the farm bill to be held in 
New York State in 15 years. I would be remiss if I did not pay 
public testimony of my deep appreciation to Chairman de la 
Garza in the House. He held an agricultural hearing in Syracuse, 
NY which is central New York and which both in the south and 
northern regions you might say, it is surrounded with farming 
communities, vast numbers of farms. 

We find that the agricultural base is diminishing, and there are 
a number of reasons, not the least of which is the terrible competi- 
tion which the farmers face, the horticultural farmers in particu- 
lar, from our Canadian neighbors. 

It is not just related to the strength of the American dollar, but 
to a policy which the Canadian Government has undertaken to en- 
courage export Our farmers, I think, in South Dakota or in up- 
state New York can compete against any farmer throughout the 
world, but they cannot compete against the treasuries of the Cana- 
dian Government and other governments, and we find increasingly 
that that is the case. 

I spoke to the Canadian people and said, "Let me ask you, are 
you subsidizing your farmers?" 

"Oh, no, we are not." I mean, they are strangers to the truth, let 
me tell vou. So I said, "Well, how is it that they are selling pota- 
toes at $4 a hundredweight when you tell us that their costs are 
$5?" It is like the guy who is doing business and is losing a dollar a 
hundred, so he figures he is going to cut down his loss by increas- 
ing production. That is exactly what they have done. Tchey have 
plowed more acres, in the past number of years 100,000, I think, 
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additional acres have come under cultivation. Of course, they are 
subsidizing them. 

They subsidize the crop storage. They subsidize the transporta- 
tion, and they give them back 90 percent of what the average price 
has been, they guarantee that over a 5-year period of time. 

I dare say, in many of the other States, I know in Maine, we have 
ourlarmers, who are great farmers and who are great Americans 
who live on the soil, as you say, and who are important to 
economic viability. 

Senator, we are in deep distress and they cannot compete. I do 
not think that our State Department and our Commerce Depart- 
ment have been doing nearly enough in this area to seek fair play. 

Senator Abdnor. Now we are trying to pick up the pieces in our 
rural health, our education. The very things you are talking about 
have created problems before. 

Senator D'Amato. Rural housing programs become more neces- 
sary. 

[The written opening statement of Senator D'Amato follows:] 

Written Opening Statement of Hon. Alfonse M. D'Amato 

Mr. Chairman, I thank you for conducting this important hearing. I was pleased 
to be here last week to hear testimony on 'Vural economic development" and I am 
equally pleased to be here today to discuss "rural community resources." 

As you know, the Congress is grappling with a huge budget deficit This problem, 
coupled with high interest rates, has had a negative effect on all of America, rural 
or urban. However, the impact may be greater in our rural communities. Vital serv- 
ices, such as, health, education, transportation and retail services suffer in rural 
communities simply because there are fewer of these services available than in 
urban centers. 

Rural America is changing and so are its needs. Many families over the last sev- 
eral decades have left rural communities to find opportunrties in urban areas. We 
must, therefore, adopt Federal programs that reflect this change so that rural 
America will not only survive, but will thrive as it once did. 

Thank you, Mr. Chairman. 

Senator Abdnor. I interrupted you, Mr. Farmer. 

Mr. Farmer. I was discussing rural values and why it is so diffi- 
cult for farmers to face this financial crisis, and I am going to con- 
tinue to discuss rura 1 values and then wind up my testimony about 
half-way through my prepared statement, just to give you a feeling 
for the emotional crisis that farm families are facing. 

They see the efforts of their own hands grow with the years. The 
subtle improvement in breeding stock or increases in yield from a 
crop are creative expressions of the soil just as much as a work of 
art. A poet said, "Work is life made visible. In the country, we are 
surrounded by artists at work." 

Add to this mystical communion with their work the values of 
freedom and independence associated with owning one's own busi- 
ness, and it is easy to see why farmers are highly satisfied with 
their profession. In farming and ranching, there are unique oppor- 
tunites for husband-wife togetherness and joint economic and 
family venture. The equality and harmony as men and women 
blend their talents and dreams surpasses what most urban people 
receive or expect from their marriages. 

The rural community is viewed as highly supportive of family 
life, within its gentle confines, children learn responsibility, values, 
work and cooperation. The ties with parents and relatives are 
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strong because of the rootedness of the people. There is a sense of 
family belonging and continuity that bolsters identity. The land is 
a part of the heritage that is passed on from generation to genera- 
tion and binds families with a sense of mission larger than them- 



The legacy of the land is th<< key gift in the transmission of 
family heritage. There is a sacred family duty to preserve the land 
and the sacrifices and struggles of those who have gone before. To 
lose the land is to betray a family trust both to past and future 
generations. 

In a mobile nation where most people do not know their neigh- 
bors, farmers experience the power of love and caring of those 
around them and give that same love and care to others. It is a 
dimension of life that too few experience. Those who rely and 
depend on this sense of community regard it as a valued part of 
life that they do not want to lose. They cannot imagine themselves 
being separated from the network of family and friends with whom 
they feel secure and comfortable. 

Through their collective efforts, they work to preserve communi- 
ty life by se-ving the church, schools, community boards, farm or- 
ganizations, youth groups, and much more. They grow because of 
the leadership opportunities and because of their service, the bonds 
and attachment farm families feel toward their communities grow. 

What I have just described to you is a myth, but it is a myth that 
farmers believe in, strive for, and use to sustain their hard-working 
sacrifices. It is the rationale for farmers struggling to make a 
living out of a tremendous investment in a risky business, and to 
tenaciously hold on when it is to their financial detriment. 

Now, do you understand why the farm credit crisis is so devastate 
ing? These are good families, the best families, the top producers, 
being caught up by unfortunate circumstances of poor timing, of 
using debt as a capital resource to improve or expand their farms 
when the conventional wisdom and lending practices encourage 
them to do so. 

At this point, I will stop in my testimony. 

[The prepared statement of Mr. Farmer follows:] 
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Prepared Statement of Val Farmer 
"If I were the bank and I looked at my balance sheets, I 

wouldn't lend me more money either*" 

Those were the words of a 42 year old Torrington, 

Wyoming 'armer given in an interview to a Denver newspaper* 

Two months later, he was dead, leaving behind a widow and a 

f ami ly • 

What is wrong with these supposed tough farmers and 
ranchers that they end up taking their own lives. How are they 
any different than an unemployed steel worker in Pittsburgh 
or Cleveland? 

Let's listen to the words of this man himself-and those 
of his wife and his neigroor as they try to make sense of the 
tragedy* 

"I'm not offering my family the strength I should. I'm 
too scared... I'm totally lost. I've never been tossed to the 
four winds before.* His greatest concerns were for his aging 
^*rents. ■The loss that's traumatic is watching my aging 
parents get pushed out* My father is in his 70s. He has 
nowhere to go. There aren't many jobs available for someone 
his age," the farmer confided. 

His wife said he couldn't face "losing so many things he 
loved, his very identity," on the farm where he was born* 
"We were so deep in debt we knew we'd have to sell. He felt 
he had nothing to offer us." 
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His neighbor offered these thoughts. "When you spend 42 
years of your life going out into the field and doing 
something, when you grow up working in the fields and then 
the rug is pulled out from under you, and suddenly there is 
no next year-well, it has to do something to your mind." 

A Minnesota man called in to a mental health center 
hotline to discuss his suicidal thoughts. "I'm afraid of 
what I'm going to do. I won't be able to face not beirg a 
farmer. My grandfather had this farm, my father had it 
through the depression and now I am losing it." 

Neighbors of a South Dakota farm family with dire 
financial problems donated seed, fuel, fertilizer and 
machinery to help the family plant a spring crop. A neighbor who 
helped said "We need them out here. What are they going to 
do in town, except to push others out of a job? This has 
been going on for years. Twenty years ago, I could stand in 
my yard and see 13 farms. Where is it going to end. . .when 
there is one big farm in the country?" 

The pain isn't Just with the foreclosures and voluntary 
liquidations, but with a the loss of a way of life while yet 
on the farm. A Wisconsin dairy farmer explains "We used to 
make a nice living with 26 cows. My wife wasn't working, we 
were raising a family, the kids were in school-we'd go 
fishing at Lake Winnebago, catch nice pike..." 

Now with 60 head of cows he is "spending 14 hours a day, 
seven days a week, including a couple of hours Sunday 
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afternoon because the h»red man has Sunday afternoon off. 
We're surviving. We're struggling to survive. I'm behind in 
payments on -feed bills. I'm slightly behind in bank 
payments. .. <r «t) I have been able to plateau so we're not 
going -further behind." 

He know neighbors that are losing in that race. "They 
lose heart. They don't call the vet because they know it 
will run up the bill. They don't have that spring in their 
walk when they go -from house to the barn, and then they 
start holding back on the -feed..." 

These are examples o-f the one quarter to one third o-f 
our nation's -farmers that are -facing these kind o-f emotional 
and economic problems. 

Is the threat -farmers -feel merely economic-the loss o-f a 
business and income -for the family-or is it the loss o-f a 
cherished way o-f 1 i-fe? This is the debate the lender and the 
•farmer nac* in the movie "Country". From the standpoint o-f 
economic survival, the -family -farm is another business 
entity competing in a tough, tough marketplace. From tne 
standpoint o-f emotional survival , the -family -farm is the 

A 

centerpiece ofyway o-f li-fe that nourishes -families and 
commun i ties. 

What is it that is so di-f-ferent? Urban residents whose 
primary allegience with place and neighborhood has been 
severed won't be able to emotionally grasp what comes next. 

There is a love o-f land, a bond between people and the 
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soil, a bond between the steward and tht Qrowth of tht pUnt 
and animal lift ht nourishts and a spiritual nourishmtnt of 
tht sttward b/ tht naturt ht serves. Tht planting, tht 
cultivating and tht harvesting art intrinsically rtwarding 
activities. Besides a livtlihood, farmtrs txtract rich 
rotaning from soil and sunTight. 

Thty tee tht tf forts of thtir own hands grow with tht 
ytars. Tht subtlt improvtmtnts in brttding stock or 
increases in yield from a crop art creative expressions of 
tht soul-just as much as a work of art. A pott said, "Work 
is lout made uisiblt." In tht country, wt art surroundtd by 
artists at work. 

Add to this mystical communion with thtir work, tht 
values of freedom and indtptndtnct issociattd with owning 
one's own business and it is easy to see why farmers are 
highly satisfied with thtir profession. 

In farming and ranching, there are unique opportunities 
for husband/wife togetherness in a Joint economic and family 
venture. The equality and harmony as men and women blend 
their talents and dreams surpasses what roost urban people 
receive or expect from their marriages. The rural community 
is viewed as highly supportive of family life. Within its 
gentle confines, children 1 earn responsi bill ty, values, work 
*nd cooperat ion • 

The ties with parents and relatives are strong because 
the rootedness of the people. There is a sense of family 
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belonglngness and continuity that bolsters Identity. The 
land is * part of the heritage that it passed from 
generation to generation and binds families with a. sense of 
mission larger than - themselves. The legacy of the land is 
the Key gift in the transmission of family heritage. There 
4s a .sacred family duty to preserve the land and the 
sacrifices and struggles of those (who have gone before. To 
lose the land is to betray a family trust to both past and 
future generations. 

In a mobile nation where most people don't know their 
ne ghbors, farmers experience the power of love and caring 
of those around them-and give tnat same love and care to 
others. It is a dimension of life that too few experience. 
Those who rely and depend on this sense of community 
regard i t as a valued part of life they do not went to lose. 
They can't imagine themselves being separated from the 
network n* family and ft iends with whom they feel secure and 
comf ortabl e • 

Through th$ir collective efforts, they work to perserve 
community life by serving the church, schools, community 
boards, farm organizations, youth groups and much more. They 
grow because of these leadership opportunities and because 
of their service, the bonds and attachment farm families 
feel toward their communities grow. 

What has Just been described to you is a myth. But it is a 
myth that farmers believe in, strive for and use to sustain 
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their hard work and sacrifices. It Is the rationale 
for farmers struggling to make a living out of a tremendous 
Investment In a risky business and to t laclously hold on 
when it Is to thtir financial detriment. 

Now do you understand why the farm credit crisis Is so 
devastating. These are good families, the best families, the top 
producers being caught up by unfortunate circumstances of 
poor timing of using debt as a capital resource to Improve 
op expand their farms when the conventional wisdom and 
lending practices encouraged them to do so. 

It was a common mistake. It was fueled by inflation and 
skyrocketing land values. Land prices had gone up for thirty 
years ir. a row. Who could predict when that bubble would 
bursts Farmers who financed their improvements on the basis 
of appreciation of land values and Inflation are faced with 
a downward spiral and erosion of their capital base. The 
cash flow and profitability in agriculture are not sufficient 
to pay the high interest costs on their loans. 

Who do we bl ame? 

The farmers for being greedy? 

Or the Anders for making easy loans? 

Or the government for high deficit spending? 

Or the thirS world countries for being caught in the 
same credit crunch and who can no longer afford our 
agricultural products? 

Or President Reagan and the Federal Reserve 
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Gourd for helping to break the inflationary psychology of 
the 70s? 

Or the high cost of technological improvements in 
agriculture that lured farmers into higher and higher 
capital expenditures? 

Or national agricultural policies that creates prices 
that are undercut by our foreign competitors? 

Or the trade policies of other countries subsidizing 
their farmers and creating an unfair competitive environment 
or restrict the entry of our products into their markets 0 

Or any other legitimate and favorite villains I have left 

out? 

Of all the forces interacting to create the agricultural 
crisis, singling out the farmer for blame shifts the 
responsibility for the problem *nd solution on to his 
shoulders when his level of control is minuscule. 

All too often the farmer does shoulder this responsibility 
personally. He feels he has failed and let down his family and 
heritage. In his mind and with the clarity of hindsight, he 
feels he should have forseen the rapid economic turnaround 
and prevented his farm from being jeopardized. The guilt and 
toss of self-esteem are crushing. 

His reaction may be denial. While he ignores reality and 
pins his hopes on magical solutions, the clock is ticking 
away on his high debt load, further eroding his asset base 
and making the sol u t i ons more difficult* 

His reaction may be to work harder doing the same old 
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thing, thinking that hard work will somehow s*ve him. The 
problem isn't with the work but with -financial planning and 
decision-making* 

His reaction may be one of anger and blame. While 
searching -for the cause and possible political solutions to 
his problem, he may ignore his own management responsibility 
to look after the survivability of his own farm operation. 
Mired in bl ame and recrimination, he will not be choosing 
the appropriate action steps at a level where he does have 
some measure of control • 

The world in which he lives is filled with 'nice* 
people where the good one does is returned, where the Golden 
Rule is practised and people take care of each other. In his 
profession, the average US farmer fills the stomachs of 
about 75 other people in the world. 

For farmers used to taking care of each other in a big 
extended family, it is difficult to accept the fact that 
niceness and economic success don't translate on a one to 
one basis. Heavenly blessings come by obeying heavenly 
rules. Economic prosperity comes by obeying economic rules. 

It Is easy to understand why, when these values are mixed 
with rich religious and community life, a farmer, convincec 
of the worthiness and deserv i ngness , would be upset when a 
greater power, such as government, doesn't intervene and 
make everything right. 

The same struggles and pain the farmer feels, his wife 
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also -feels. She may also be carrying the added burden of worry 

about his emotional well-being and his refusal to open up 

and talk about his feelings. The fablsd ethic of self-sufficiency 

works against the farmer when he cannot admit weakness or 

when he feels he should be able to solve everything himself. 

His school age children are left in the dark about what 
is going on. They feel the stress and tension and react 
symptomatically to vhis threat that is engulfing and 
overwhelming their family. They may be witnessing alcohol 
abuse or mar i tat conflict. 

The children may in turn compound the problem by 
blaming their father for being a poor manager. They see 
their own futures going down the drain and fe«l the same 
assortment of feelings described above but without an outlet 
for discussion about what it means. 

The future looks fearful to the farmer. Besides his 
cultural ties to a way of life, his work and professional 
skills are general and geared to man i pul at i ng a complex 
environment with a variety of agriculturally related knowledge 
acquired over a lifetime. What other job will challenge him 
and put to use his combination of diverse talents? 

For all his general skills and versatility, he Is in a 
sense a specialist being displaced into an urban Job market 
where he doesn't fit. The jobs he is looking at won't have 
tht status of land ownership, the freedom of a business 
owner nor the potential compensation he could have in 
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Agriculture during good year*. 

Does All this condone a hopeless view for those -families 
•facing severe economic stress? No, the explanations are 
provided to give a sense o-f the tremendous pain, hurt and 
-frustration that exist in our rural communities. 

There are worse things in life than a -farmer being 
-forced out of -farming. There is the stress o-f war, loss o-f 
loved ones, affliction o-f debilitating illnesses, injuries 
or handicaps, pain o-f divorce, ect. The triumph o-f the human 
spirit is that people meet the crises o-f li-fe positively and 
wi th resi 1 i ence . 

Farm -families and rural communities are responding in a 
positive way to the challenges -facing them. Management 
•kills and record-keeping are being tightened up. Families 
are working and communicating together in cooperative 
-fashion. The stigma against having problems and weakness is 
breaking down and is being replaced by openness and a 
willingness to seek help. 

There are self-help groups -forming among -farm -families, 
community -forums to discuss common problems, and a reaching 
out to those who are experiencing economic plight. The rural 
mental health services are gearing up and educating 
themselves about -farm -families under stress and are starting 
to provide relevant services. 

Farm management and counseling services under the 
auspices o-f state governments and extension services are 
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attempting to fill the need of providing needed financial 

and legal information to farm families* Hotline services 

have emerged to provide emotional help and referral 

services. Clergy, county agents, lenders and others are 

being trained to recognize emotional problems and to use 

their access to families In trouble to provide help in 

assisting them to focus on constructive responses to their 

problems. * 

There is a new awareness of the dependency of small 
town businesses on the rural economy. Local governments are 
taking steps to ease the tax burdens of farm families. Also 
civic leaders are taking new steps to build the economic 
base of their communities by attracting new businesses. Town 
and country are'being brought closer together by their 

common problems. < 
There are good things happening but they are spotty and 

not enough. States vary tremendously from each other in 

their recogniton and response to the rur*1 crisis. 
Here is a list of some of the problems! 

1. Farm families haven't used existing family and mental 
health 4 rvices well. The awareness and relevance of these 
services need to be promoted and legitimatized. 

2. There is a lack of broad-based information and referral 
services for rural families where they can get vital 
information on how and where to proceed with their problems. 

3. There Is a need for paraprof cs-fcl on a 1 training of 
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Indigenous clergy, county Agents, lenders and others to 
Assist farm families and to serve as gatekeepers for other 
more specialized services. 

4. The availability and quality of local mental health 
services varies In local commun i t i es. There Is a shortage of 
higher level professionals that can deal effectively with 
the complicated emotional and economic problems that farm 
families in crisis present. Sparcity of services and 
distances from services mean many f ami 1 i es will not be 
adequately served. 

5. The qual i ty of legal services in rural communities also 
is varied. Information on bankruptcy law needs to be 
disseminated broadly among attorneys so that misinformation 
does not create major economic hardship on familiies already 
in the throes of crisis. 

6. Extension services providing management and financial 
information are quickly becoming overloaded and unable to 
cope with the rising demand for service. This comes in an 
era when cutbacks instead of expansion have been the rule. 

7. A regional data bank on existing employment opportunities 
could link dislocated farmers and prospective employers. The 
local small town economics are not sufficient to absorb the 
exodus of families from farming. Farmers need sensitive 
counseling to help them identify who they are and what they 
have to offer. They need concrete assistence in helping 
real ize the i r capabi 1 i t ies and marketable ski lis and get 
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thtm * new job, Retraining programs may be an important 
second step to this process. 

8. Existing bureaucratic rules -for accessing existing 
services need to be examined with reference to the special 
circumstances of farm families. For example, a bank mty 
choose to let the ownership of property to technically 
remain in the hands of the farmer and allow the family to 
maintain residence until such time there is a market fc~ the 
property. A family in this circumstance finds themselves 
disqualified from participation in the food stamp program. 

Although there is no shortage of ideas, I'm going to 
step outside of my field to offer some policy suggestions 
that could assist the middle-size family farmer stay in 
business and to be remain competitive. I am indebted to Jan 
Flora, a rural sociologist at Kansas State University for 
assisting me with the following perspectives. 

1. Change the tax structure to eliminate the incentives 
for investment. This would reduce the demand for capital, 
drive down the interest rate, lower the value of the dollar 
against other currencies, and provide an economic 
environment where foreign markets could be expanded. 

This action would bring us back to a producing economy 
instead of a speculative one that encourages capital 
shortages. The administration proposal for ta« simplication 
offers the best guidelines that would help agriculture. One 
banker estimates that balancing the federal budget would 
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have the effect of lowering interest rate* one percent while 
enacting the tax * imp 1 i ration program would have a create a 
three percent decline in interest rates* 

2. Eliminate the advantage -for non — full time -farmers in 
the tax code. S;. cifically, these are the provisions for 
investment tax credits, accelerated depreciation and capital 
gain* treatment contained In the 1981 tax code* These 
provisions make it attractive for outside investors to put 
capital into agriculture to reduce their tax burden from 
other income and, once they have accessed the tax 
advantages, sell off their resources at a profit. They can 
lose money on the actual operations yet recoup their 
investment in a lighter tax burden and sale. 

The non-fulltimo farmer, farming the tax code, creates 
a product that adds to the oversupply problem in agriculture 
and a downward pressure on prices* The price for hit product 
is an incidental concern compared to his tax treatment of 
his investment. Capital gains for so-called improvements, 
such as breaking up sod for crop production, is another 
example of the tax code distorting the financial incentives 
for production, 

3. Farm programs have been a useful mechanism for 
controlling supplies and establishing stability of prices 
though they have primarily benefited larger size operations. 
A graduated payment schedule under the price support system 
could favor the smaller and middle-size operations while 
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retaining some incentive to larger operators for 
par t i c i pat i on . The phased reduction of these programs to 
enhance the export market is preferable to drastic cuts when 
so many farmers are experiencing precarious economic 
probl ems. 

Our nation's farmers and ranchers are real people 
caught in a vicious credit crunch. Their pa'in and hurt will 
worse next fall and spring. As a compassionate country, we 
should take steps to ease that pain. As a "can do" country, 
we need to accurately diagnose the problem and put public 
policies into place that support profitability in 
agriculture. More than anything else, farmers need to look 
into the future and sense that the sun will emerge from 
behind dark clouds to shir.e on a heritage and a way of life 
perserved for their children and their children*' children. 
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Senator Abdnor. Thank you. We will be getting back to you on 
that because, as I said when I opened this up, it really concerned 
me last spring. I can tell the difference when I am in the East and 
when I am in the West. 

Mr. Parmer. It is going to be worse next spring, Senator. 

Senator Abdnor. I am not going to argue about that. Mr. Chris- 
tenson. 

STATEMENT OF TAMES A. CHRISTENSON, UNIVERSITY OF 
INTUCKY, LEXINGTON, KY 

Mr. Christensc * Mr. Chairman, rural America is experiencing 
troubled times. To a large extent, the oil and coal boom in the 
West has gone bust. The debt situation of farmers is at a critical 
stage. Many rural industries are moving to Third World countries. 
Unemployment in rural America remains high. The decrease in 
Federal support for social and economic programs for rural Amer- 
ica comes at a time when social and economic problems are in- 
creasing. 

All of these affect the quality of rural community life and rural 
services. In short, most of rural America is not sharing in the eco- 
nomic growth occurring in other sectors of the society. 

Today, I would like to discuss unique conditions of rural America 
which influence the opportunities for economic growth in rural 
areas. To some extent, the community infrastructure which in- 
cludes the availability of a broad range of adequate services is a 
necessary precondition for economic growth. Firms located in areas 
that can provide water, sewage treatment, police and tire protec- 
tion, and roads have sustained economic production. While the ex- 
istence of adequate community services does not guarantee eco- 
nomic development, without them, rural communities cannot com- 
pete with urban areas for new employment opportunities. 

The problems of rural America are quite different from urban 
America. As a result, policies directed toward enhancing the gener- 
al economy, while well intentioned, do not necessarily meet the 
needs of rural areas. 

How do rural and urban areas differ? Well, first of all, the scale 
of effects from industrial and population growth is much greater on 
rural than on urban communities. Development of a business 
which employs 50 people has a nearly invisible impact on a large 
city, but the location of such a business can dramatically increase 
the employment opportunities in a rural community. 

Second, rural communities usually depend upon one or two domi- 
nant industries— whether it is agriculture, forestry, manufacturing, 
or something else. Events over the last several years clearly dem- 
onstrate the fragility of a single-sector economy. Rural communi- 
ties are simply not buffered from the problems which confront spe- 
cific industries in the same manner as they are in large urban 
areas. 

Third, compared with cities, rural areas have a greater propor- 
tion of people in poverty, more extreme poverty among minority 
groups, more inadequate housing, poor roads and bridges, worse 
fire protection, and more difficulty in financing solutions to these 
problems. 
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Fourth, rural areas must overcome a condition that usually de- 
fines rurality— that is, small population size distributed over a con- 
siderable geographical area. Providing services in rural areas fun- 
damentally is a different problem than in urban areas. 

Fifth, small rural communities often lack the capacity for re- 
sponding to State and Federal grant opportunities. Small communi- 
ties seem destined to fare poorly in competition for whatever finan- 
cial and technical assistance is available at the State and national 
level. While cities employ professional grant writers, rural commu- 
nities must dopend on town officials who are, by necessity, general- 
ists and, to a considerable extent, unpaid volunteers. 

Sixth, attacking rural and urban problems often requires quite 
different assumptions. The heterogeneity of rural areas where di- 
lapidated rundown housing often exists side-by-side with modern 
expensive housing requires quite different assumptions, costs, and 
methods for the implementation of housing programs than of 
urban areas. 

Seventh, the attention of State government to rural problems is 
often limited. Just as rural America seems disadvantaged in com- 
petition with urban interests in the U.S. Congress, a similar situa- 
tion exists in many if not most State legislatures. Urban domi- 
nance of our legislatures continues to increase, placing rural areas 
in a politically disadvantaged position in the competition for limit- 
ed resources. 

Eighth, in the information society, the ability to become economi- 
cally competitive with urban America will depend upon being 
wired-in and therefore able to access computer, video, and other 
telecommunications processes and services. Because of greater pop- 
ulation densities, most of urban America seems destined to be 
wired-in first. Besides receiving information services more slowly, 
the cost for rural America will likely be greater. 

The nationa? strategy of the present administration is that local 
cithens should, with appropriate assistance from national re- 
sources, identify and solve their own problems. This contradicts 
and replaces a long-established pattern of Federal leadership in 
rural development. It endorses a grass-roots philosophy of commu- 
nity development with emphasis on local initiative, local control, 
and selective use of outside resources to achieve local goals. 

This assumes a local capacity for effective collective action, given 
adequate assistance. To adopt a national policy without first testing 
or proving this assumption is to place rural America in serious 
jeopardy of falling further behind in the competition for social and 
economic growth. There are m^jor difficulties with this general ap- 
proach and other difficulties with specific elements of a strategy 
that needs ia ^eciate attention. 

At the geneiwi level, a megor difficulty is that many rural devel- 
opment programs * rsult from forces b3yond local and State control. 
There is little eviuence, for example, that local efforts to promote 
economic development have morr than a marginal effect on the 
geographical distribution of economic activities. Many of the prob- 
lems of rural areas are regional and national in scope and cannot 
be resolved through local action alone. Indeed, the number of prob- 
lems that can be solved locally is limited. 
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Particular elements of the national strategy present specific 
problems that need to be addressed as this strategy is implement- 
ed. For example, the flow of Federal resources to rural areas is to 
be reorganized and is likely in practice to be reduced. Rural areas 
m many States have little power in State-level decisionmaking. 
Yet, this political influence is critical if we are no longer to ear- 
mark funds for rural areas. 

Additionally, the concept of rural enterprise zones as a means of 
increasing rural iobs and income poses some potential difficulties 
One is the fact that development efforts will be focused on only a 
few of the many rural areas where jobs and income are lacking. As 
employment is the keystone of any rural development program, 
stimulation of increased employment in only a few select areas 
could contribute to more severe problems in others. For example, 
will these enterprise zones attract resources from other, equally de- 
ficient rural areas not so designated. In effect, we will be enriching 
one rural area at the expense of another. 

Reduced Federal intervention is likely to lead to reduced, rather 
than increased, chances of local rural localities becoming or re- 
maining viable social, political, and economic entities. The role of 
the Federal Government in the past has served to balance the 
market in interest group influences impacting rural localities. 

i j ^ P r0 P° sed & a reduction of this role, and rural communities 
could suffer as a consequence. 

The difficulties identified in the strategy and the suggestions for 
implementation are presented not to challenge the governing philo- 
sopy of the policy but to draw attention to the needs for a more 
comprehensive approach to rural development. The reality of the i 
current situation is that growth in the national economy might 
occur without a significant rural development. 

Jobs and income must be the initial focus of an effective rural 
development policy. A strategy that does not start with jobs just 
does not start. Rural development, to promote a diversified rural 
economy— with diversity being the chief defense against instability 
in particular industries— is essential if strong rural communities 
are to be developed and maintained. 

Without diversified economies, rural communities have no basis 
for quality rural services which are the essential infrastructure for 
attracting new industries. People are forced to leave their commu- 
nities m search of employment, and this tears apart the social well- 
being of small towns and rural areas. People are forced to leave 
their communities in search of employment, and this tears apart 
the social well-being. The need for improved services in rural areas 
has reached, in mv estimation, a critical stage. Space, low popula- 
tion density, and high levels of poverty combine to deny adequate 
levels of health care, child care, education, and related services to 
many rural Americans. 

Distance from urban centers increases the cost, and for many 
people it decreases the likelihood that services will in fact be deliv- 
ered. In many communities, increased demands for services in 
recent years have not been matched by an increased availability of 
resources to provide services. Consequently, public officials already 
face a crisis situation and in many instances the solutions are not 
in sight. Indeed, the solutions do not exist within the load areas. 

O 
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Rural development, I believe, is everybody's business, and that 
makes it Federal business. Reducing the gap between rural and 
urban areas on indicators of social well-being is in the general na- 
tional interest. A concerted attack on multiple fronts is needed. 

The Federal role must be one of leadership, leadership in articu- 
lating a national rural development policy and leadership in pro- 
viding the resources to sustain this policy. Otherwise, the forces 
that have contributed to these pressing rural problems will contin- 
ue to restrict progress in rural development. State and local efforts 
are vital to the progress of rural development, but theee must be 
organized within the context of resolve and action at the national 
level. 

One of the most obvious facts of rural life in an essentially urban 
society is that many problems have their roots not in local areas 
but in the structure and functioning of the larger society. A nugor 
component of the Federal role in rural development, therefore, 
should be one of national leadership in promoting changes that will 
have direct consequence for solving world problems. 

Thank you, Mr. Chairman. 

[The prepared statement of Mr. Christenson follows:] 
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Prepared Statement of James A. Christknson 



A NEEO FOR FEDERAL LEADERSHIP IN RURAL DEVELOPMENT 



Rural America is experiencing troubled times. To a large extent, the oil 
and coal boom in the West has gone bust. The debt situation of farmers is at 
a critical stage. Many rural industries are moving to Third World countries. 
Unemployment in rural America remains high. The decrease in federal support 
for social and economic programs for rural America comes at a time when social 
and economic problems are increasing. All of these affect the quality of 
rural community life and rural services, in short, most of rural America is 
not sharing in the economic growth occurring in other sectors of the society. 

The fate of rural communities is a question of national policy. If we 
are concerned that rural areas face the prospect of becoming pockets of 
poverty, under and unemployment. Inadequate services, and limited 
socioeconomic opportunities, then a coherent national strategy for development 
is mandatory. But, if we are not concerned that an integral part of our 
national heritage, our run*l communities, are jeopardized by market and other 
forces beyond their control, then the design and implementation of an 
effective rural development policy is unimportant. I believe we are here 
today because we share a commitment to sustaining a diversity of lifestyles, 
and equality of opportunities and parity of services regardless of residential 
location. 

Today I would like to discuss the unique conditions of rural America 
which influence the opportunities for economic growth in rural areas. Much of 
my discussion will emphasize how community services relate to economic 
vitality. To some extent, the community infrastructure, which includes the 
availability of a broad range of adequate services, is a necessary 
precondition for economic growth. Firms locate in areas which can provide the 
water, sewage treatment, police and fire protection, and roads which sustain 
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economic production. While the existence of adequate community services does 
not guarantee economic development, without them, rural rommunities cannot 
compete with urban areas for new employment opportunities. I'll assess the 
current policies toward rural America, and how these policies can influence 
the prospects for future social and economic growth in rural America. 

First, let me discuss how rural and urban problems differ and why special 
attention needs to be directed toward rural America. I bel'*we the need for 
specific rural development policies is greater today than ever before. The 
problems of rural America are quite different from urjban America. As a 
result, policies directed toward enhancing the general economy, while well 
intentioned, do not necessarily meet the needs of rural areas. 



Scale of Effects 

First, the scale o f effects from industrial and population growth are 
much greater on rural than urban communil.ies. Development of a business that 
employs 50 people has a nearly invisible impact on a large city. But, the 
location of such a business would dramatically increase the employment 
opportunities of a rural community. It also would strain the capacity of the 
sewage, fire protection, and other community services because such services 
are seldom larger than the communities they serve. Likewise, the loss of a 
community (e.g., bank failure) effects a small communities much more than a 
larger one. 

Dependence on One or Two I ndustries 

Second, rural communities usually depend on one or two dominant 
industries, whether agriculture, forestry, manufacturing, or something else. 
Events of the last several years clearly demonstrate the fragility of the 
single sector economy. Many oil-boom communities of the 1970s are now going 
bust. Weather, farm prices, and farm debt are causing extremely difficult 
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tiroes for communities where agriculture is dominant. There also is 
considerable threat that the labor-intensive industries that moved to rural 
areas of the United States in the 1970s will join tr«a overseas exodus in the 
1980s. Rural communities are simply not buffered from the problems which 
confront specific industries in tl.e same manner as large urban areas. 

Extremeness of Problems 

Third, compared with cities, rural areas have a greater proportion of 
people in poverty, more extreme poverty among minority groups, more inadequate 
housing, poorer roads and bridges, worse fire protection, and more difficulty 
in financing solutions to these problems. Because of the dependence on a 
narrow industrial base, unemployment in some rural counties occasionally 
reaches excruciatingly high levels, far above those of urban areas of the 
nation. 

Smail Population Size Over Considerable Geographic Area 

Fourth, in servicing its population rural areas must overcome a condition 
that usually defines rurality— that is, small population size distributed over 
considerable geo9raphic area. Providing services to rurai people is 
fundamentally a different problem than in urban areas. Rural people have to 
travel over wider distances to obtain the services they need. The problem is 
not that rural communities don't have services. Instead, it is the problem 
that individual communities have only a few of the services local residents 
need. Living in a rural community today often means seeking economic and 
social services in many other distant rural and urban communities. 

Another aspect of the small population size/physical space problem is 
evident in the effects of changing rate structures in certain industries. It 
is usuat'y cheaper to fly across the country than to fly from one end of a 
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state to the other. Similar cost disparities may occur soon for telephone 
services throughout the country. 

Capacity to Respond to Grant Opportunities 

Fifth, small rural communities often lack the capacity for responding to 
state and federal grant opportunities. Small communities seem destined to 
fare poorly in competition for whatever financial and technical assistance is 
available at the state and national level. While cities employ professional 
arant writers, rural communities must depend on town officials who are, by 
necessity, generalists and, to a considerable extent, unpaid volunteers. The 
issue of capacity goes well beyond grantsmanship. 

During the 1960s and 1970s, rural communities learned to build vertical 
ties between each of their services and corresponding services in the region 
and state. Local medical people developed relationships to medical services 
outside the community. Education and law enforcement did the same thing. 
This strategy made sense in those times when state and federal support could 
be sought independently. Now, as communities are forced to become self- 
reliant, they find themselves simultaneously facing a growth in service 
demands and significant reductions in their abilities to finance these 
improvements. 

Different Requirements for Agency Programs 

Sixth, attacking rural and urban problems often requires quite different 
assumptions. Dealing with dilapidated housing, poverty, and/or unemployment 
in urban areas may allow one to target specific city blocks and assume that 
contact with clients can be made by walking. The heterogeneity of rural areas 
where dilapidated rundown housing often exists si de-by-side with modern 
expensive housing requires quite different assumptions, costs, and methods 
for the implementation of housing programs than those for urban areas. 
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Commitment of Stats Governments to Rural Issues 

Seventh, the attention of state government to rural proolems is often 
limited. Oust as rural America seems disadvantaged in competition with urban 
interests in the U.S. Congress, a similar situation exists in many—if not 
roost— state legislatures. Urban dominance of our legislatures continues to 
increase, placing rural areas in a politically disadvantaged position in the 
competition for limited resources. 

Advent of the Information Era 

Eighth, perhaps the most compelling reason for a national rural 
development policy is that we are moving into an information era that seems 
destined to produce massive changes in the problems faced by both rural and 
urban communities. Products produced in the info.tnation society will be more 
tailored to the needs of specific users. Difficult as it is to forecast the 
changes that will overtake our society in the next decade or t», we seem 
destined to dramatically increase our reliance on computers and 
telecommunications. These technologies provioe opportunities to overcome 
problems in rural space to a degree unprecedented since the advent of the 
telephone. Yet, in the information society, the ability to become 
economically competitive with urban America will depend upon being w*red-in 
and therefore able to access computer, video, and other telecommunication 
services. Because of greater population densities, most of urban America 
seems destined to be wired before rursl America. Pesides receiving 
information services more slowly, the cost far rural areas will likely be 
greater. Another disturbing, but very different issue associated with the 
information era is the likelihood that rural communities will be increasingly 
bypassed as people make direct deposits in money-market fjmcfe, make even 
greater use of telephone/mail-order houses, and depend less on local service 
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providers. 

The problems faced in the past by rural communities were not simply ones 
of using urban assumptions for attacking rural problems. Rather, it was a 
problem of using a set of assumptions which fit neither with most rural 
communities nor most urban communities. The nation needs specific urban 
policies just as It needs specific rural policies. 



The governing philosophy of the present administration Is that local 
citizens should, with appropriate assistance from national sources. Identify 
and solve their own problems. The rural development strategy, therefore, 
consists of actions and proposals for transferring decision-making authority 
from federal to state and local levels; Increasing the responsiveness of 
federal agencies to state and local priorities; and, providing aid and 
assistance but with a minimum of federal dlrecclon, control, and funding. The 
current national strategy emphasizes four problems Identified by an advisory 
panel of rural Americans. 

Rural Facilities and Services 

A new program of block grants to states will consolidate some of the 
programs of Fanners' Home Administration {FmHA) *nd others In the Community 
Development Block Grants (CDBG) program that ser'e rural needs. States will 
decide how best to allocate the new block-grant f^ids, witn a minimum of 
federal restrictions. Rural interests are to be protected by requiring that 
100% of thv fun's for programs formerly administered by FmHA and 70% of he 
funds In programs formerly earmarked 1c m "small cities" in COBG's must "pass 
through" the state to crmunities with fewer than 20,000 residents. Rural and 
urban areas will compete for most of the bal nee of funds under a new program. 
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As an innovation, some funds can be used to provide technical and management 
assistance to local governments. 

Assistance to Local Governments 

The President's Task Force on Regulatory Relief will search for ways of 
reducing federal regulations and reporting requirements in rural areas. The 
USDA will give advice to states that choose to create rural development 
information networks. A national .ural Resources Guide containing information 
on rural development will be published. The Bureau of the Census, the Bureau 
of Labor Statistics, and the Bureau of Economic Analysis will improve the 
quality and specificity of information collected and reported on rural areas. 

Housing 

A new program of rural housing block grants will distribute funds to 
states by a formula based on rural population, poverty, and extent of 
substandard housing. States will then devise means of promoting improved 
housing for low- income residents of rural areas. 

Jobs and Income 

Twenty-five rural "enterprise zones" will be designated nationally in 
response to state and local proposals for economic development projects. 
Various federal incentives (e.g.. tax relief and reduced regulation) to 
private sector firms will be used to stimulate job creation in the designated 
zones. In addition, the administration will continue to promote foreign 
exports of rural products. The need for increased credit resources in n.ral 
financial institutions will be addressed by federal recommendations. 

Difficulties in Implementation 
The current policy expresses a philosophy of local self-determination in 
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the use of assistance from national sources. This contradicts and replaces 
the long-established pattern of federal leadership in rural development. It 
endorses a "grass-roots" philosophy of community development, with emphasis on 
local initiative, local control, and selective use of outside resources to 
achieve local goals. This assumes ' local capacity for effective collective 
action, given adequate assistance. To adopt a national policy without first 
proving this assumption is to place rural America in serious jeopardy of 
falling further behind in the competition for social and economic growth. 
There are major difficulties with this general approach and other difficulties 
with specific elements of the strategy that need immediate attention. 

At a general level, a major difficulty is that many rural development 
problems result from forces that are beyond local or state control. There is 
little evidence, for example, that local efforts to promote economic 
development have more than a marginal effect on the gsograpMc distribution of 
economic activities. Many of the problems of rural areas are regional and 
national in scope and cannot be resolved through local action alone. 
The commitment tc local action in the national rural development strategy 
needs to be matched by the allocation of resources to attack the sources of 
problems at regional and national levels. 

Particular elements of the national strategy present specific problems 
that need to be addressed as the strategy is implemented. For example, the 
consolidation of funds for rural facilities and services into a new program of 
block grants to states imposes a decision-making level (i.e., the state) 
between federal and local authorities; and the specific proposal reduces the 
proportion of program funds designated for small town* and rural areas. 
The flow of federal resources to rural areas is to be reorganized and is 
likely— in practice— to be reduced. Rural areas in many states have little 
power in state-level decision-making, yet this political influence is critical 
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if we are no longer to earmark funds for rural areas- Further, the amount of 
resources invested in development probably is the best single indicator of the 
amount of development that occurs. The areas with the most severe need for 
rural development assistance, as acknowledged in the strategy statement, are 
places with very small populations. Municipalities with only a few hundred or 
only a few thousand residents need special assistance in gaining access to a 
fair share of the available resources. Making funds "avMable" for 
communities under 20,000 does not necessarily guarantee U -t they will indeed 
be allocated to the small communities needing them. A safe prediction would 
be that without some targeting and directed technical assistance, a high 
proportion of such funds will find their way to communities on the upper end 
of the size scale and near urban areas. A better definition of "rural" 
obviously is needed to ensure that funds are allocated to the areas for which 
they are intended. 

Housing grants and the creation of rural enterprise zones are the two 
major components of the new policy that clearly represent expansion rather 
than reorganization of the federal rural development effort. These 
initiatives address problems that are likely to be recognized as crucial from 
any perspective on the contemporary needs of rural America. The principal 
difficulties to be anticipated in the housing-grants program are those of 
assuiing local as well as state participation in planning and decision-making 
and assuring that citizens with greatest need-poverty groups in relatively 
remote areas-are the major beneficiaries. Ideally, such a program would be 
part of a comprehensive attack on the economic and other problems that 
underlie the obvious need for improved housing. 

The concept of rural enterprise zones as a means of increasing rural Jobs 
and income, poses at least three difficulties. One is the fact that 
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development efforts will be focused in only a few of the many rural areas 
where jobs and income are lacking. As employment is the keystone of any rural 
development program, stimulation of increased employment in only a few 
selected areas could contribute to problems in others. For example, will 
these enterprise zones attract resources from other, equally deficient rural 
areas not so designated? In effect, will we be enriching one rural area at 
the expense of another? The second difficulty is tliat subsidized development 
in a selected area could prove to be of greater benefit to firms and persons 
outside the area than to its current residents. Action is needed to ensure 
that benefits will accrue first to local firms and citizens and that groups 
who cannot benefit directly will be protected from rising costs and other 
common problems of growing areas. The third problem is a question, perhaps 
best addressed through economic research, as to whether tax incentives and the 
like can have more than a marginal effect on creation of rural jobs, given the 
powerful effects of other factors that are not addressed by this policy. 

Reduced federal intervention is likely to lead to reduced—rather than 
increased— chances of rural localities becoming or remaining viable social, 
political, and economic entities. National government is but one force, and 
probably a relatively weak one, influencing the economy and delivery of 
services in rural areas. The role of the federal government in the past has 
served to "balance" the market and interest-group Influences Impacting rural 
localities. As this role is reduced rural communities will suffer. 

The difficulties identified in the strategy and ths suggestions for 
implementation are presented not to challenge the governing philosophy of the 
policy but to draw attention to the need for a more comprehensive approach to 
rural development. The reality of the current situation is that growth in the 
national economy might occur, but without significant rural development. 
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Rural Development Policy 
Jobs and income must be the initial foci of an effective rural 
development policy. A strategy that does not start with jobs simply does not 
start. The great transition In our rural economy over the past half-century 
was led by manufacturing growth in small towns and rural areas, with a 
parallel decline in agricultural employment. Today, we have a crisis in 
agriculture, the timber Industry is experiencing major change, manufacturing 
Is leaving the country and the rural crises of unemployment, poverty, and 
frustration are growing. 

The rural economy is highly unstable. This Is seen clearly In the two 
traditional rural industry categories (mining and agriculture) but also In the 
now-dominant category of manufacturing. If you want to help rural communities 
and rural services you have to help agriculture and manufacturing. As 
manufacturing employment declined in the northeast and Great-Lakes areas in 
the 1970s, many people from small towns and rural areas went west for the 
energy boom, arriving in Colorado, Montana, and Wyoming, for instance, in time 
for the energy bust. Where do they turn now? My view is that problems of 
coping with a bust far exceed the problems of coping with a boom, although 
the latter cannot be dismissed. A bust means no jobs or only marginal 
employment at best— an emerging pattern in many of our rural areas today. 

In agriculture, the problems of Instability are most pronounced among two 
groups— farm workers and relatively small family farms. It Is now obvious 
that a vigorous program to promote off-farm employment In agricultural areas 
is needed If farm workers are to be able to rise above the abject poverty that 
characterizes their plight, and if small farms are to continue as the model 
of Anerican agriculture. The great fanning regions of this country face a 
monumental transition over the coming decades, as do the a#eas where mineral 
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and energy resources are the mainstay of rural economic life. Rural 
development to promote a diversified rural economy—with diversify as the 
chief defense against instability in particular industries-is essential if 
strong rural communities are to be developed and maintained. 

Without diversified economies, rural communities have no basis for 
financing quality rural services which are the essential Infrastructure for 
attracting new Industries. People are forced to leave their communities In 
search of employment, and this tears apart tlie social well-being of small 
towns and rural areas. The need for improved services in rural areas has 
reached, in my estimation, a crisis stag2. Space, low population density, and 
high levels of poverty combine to deny adequate levels of health care, child 
care, education, and related services to many rural Americans. Distance from 
urban centers increases the cost, and for many people it decreases the 
likelihood that services will in fact be delivered. Rural communities in a 
period of austerity face severe problems in providing police and fire 
protection, sewage treatment and disposal, and virtually the full range of 
"ther public services. In many small communities, increased demands for 
services in recent years have not been matched by an increased availability of 
resources to provide services. Consequently, public officials already face a 
crisis situation, and in many instances the solutions are not in sight- 
indeed, the solutions do not exist within the local area. 

The Federal Role 

Rural development, I believe, is everybody's business; and that makes 
it federal business. Reducing the gap between rural and urban areas on 
indicators of social well-being Is In the general national Interest. A 
concerted attack on multiple fronts is needed. We need rural initiatives In 
virtually all major agencies of the federal government to promote rural 





53 



economic development, Improve rural services, attack inequalities, and 
stimulate community development. The continuing work in the U.S. Department 
of Agriculture is of vital Importance, given, for example, the massive 
potential of our land-grant network for research and extension, a network with 
a presence In virtually all rural (and urban) localities. While coordination 
obviously is needed, major rural initiatives by other agencies also are 
important, because the problems and goals I have outlined here reach beyond 
the scope and mission of any single agency. 

The federal role must be one of leadership: leadership in articulating a 
national rural development policy and leadership In providing the resources 
to sustain this policy. Otherwise, the forces that have contributed to 
these pressing rural problems will continue to restrict progress in rural 
development. State and local efforts are vital to the process of rural 
development, but these must be organized within a context of resolve and 
action at the national level. One of the most obvious facts of rural life in 
an essentially urban society is that many problems have their roots not In 
local areas but In the structure and functioning of the larger society. Rural 
employment, for example, is intimately connected to the national economic 
structure. Rural services are affected by organizations that operate in the 
larger society. Rural inequalities are rooted in nationwide inequalities. 
While rural areas have special needs that require special programs, many of 
those special needs require action at the national level. A major component 
of the federal role in rural development, therefore, should be one of national 
leadership in promoting changes that will have direct consequences for solving 
rural problems. 
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Senator Abdnor. Thank you, Mr. Christenson, for your points on 
our rural America 

Ms. Dunne, apparently Senator D'Amato knows of your ability 
and reputation even better than I do, and we are really happy to 
have you, and I was looking forward to your being on our panel. 

So, we certainly welcome you and we are anxiously waiting to 
hear from you. 

STATEMENT OF FAITH DUNNE, ASSOCIATE PROFESSOR, 
DARTMOUTH COLLEGE, HANOVER, NH 

Ms. Dunne. Thank you. I think that in the interests of brevity I 
am going to abandon my prepared statement and just talk in sum- 
mary form about what I have learned over the last 10 years during 
which I have devoted a large amount of my time to studying and 
writing about rural schools and rural communities all over the 
country. 

I think I have learned two m^jor lessons, one from the communi- 
ties that I have studied and one from the people who have provided 
the funding for those studies. 

The lesson I have learned about rural communities from living 
in them, from studying them, from working in them, is that they 
are wonderful places — even the places which are facing decline; 
even the places which are facing tremendous problems—have, by 
and large, a quality of community feeling that I have not found 
elsewhere, and I have lived in cities, and I have lived in suburbs, 
and I have lived— for the last 10 years— in a rural community. 

Rural communities are different, genuinely different places, 
places which would be worth preserving even if thay were not vital 
to the health of the Nation, which I believe they are— and I will 
talk about that a little bit later. 

The second lesson I have learned is that the powerful people, the 
kinds of people who provide funds and who make policies, basically 
do not care about the rural communities. I can remember once 
many years ago calling NIE to find out about the fate of a proposal 
I had written. They said it was an excellent proposal but they de- 
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cided not to fund it because while the initiative was for women and 
girls and the problems of women and girls, there just were not 
enough rural women and girls to make it worth spending Federal 
dollars on them. 

I said, "Well, there are 25 million of us," and the man at the 
other end of the phone said, "Well, yes, but that isn't enough," and 
that was it. So, those are the two things I have taken away, and 
they are the two things that seem to speak most to the problem 
that rural schools hava. "Between a rock and a hard place* is cer- 
tainly the problem of rural communities as they look at their 
schools. 

Rural parents, rural communities, rural citizens, want the school 
to deliver the goods to their kids. They want their kids to get the 
land of education that will allow them to pursue lives with op- 
tions—whether they stay home or whether they leave. And large 
numbers of them will leave since the educated young is a major 
export" of the rural community. 

On the other hand, they want those goods delivered, by and 
large, at home, in the community, because the school plays a pivot- 
al role in rural communities, a more important and more complex 
role than it does in metropolitan places. The school is frequently 
the central institution for a small rural town. In many places it is 
the social center for people who have no children remaining in the 
schools. It is the place where the kinds of ritual events that hold 
the community together take place, and it is therefore not only an 
educational institution but a community institution as well. 

So that it is not "OK" with rural people to stick their kids on a 
bus and send them 2 hours away to get the goods delivered. They 
want the goods delivered in the place that welds their jommunity 
together, that makes it a plausible place to remain in an increas- 
ingly urbanized and metropolitan country. 

Now, there are ways to solve that problem, there is a way out 
from between the rock and the hard place. But it is going to take 
time, and attention, and money to get us there. 

Rural schools need three general things: First of all, they need 
educational parity. They need the opportunity to deliver the skills, 
information, and concepts that metropolitan schools have. Before 
now, that has not been a possibility. You could not deliver the 
same goods in Towner, ND, that you could deliver in Newton, MA. 
But the technological revolution has made it plausible at last to 
create things in terms of curriculum, in terms of program, in terms 
of communication with kids in rural areas that have never been 
possible before. 

It is today possible to deliver the entire contents of the New 
York Public Library to every small school district in South Dakota, 
and that is genuinely revolutionary. 

It is possible to link kids to kids, kids to data sources, kids to ex- 
perts in various fields in order to give them a larger classroom that 
has r -'er been possible before. 

It is also possible to deliver the goods by upgrading the quality of 
teachers in rural communities. A lot of work has been done in this 
area, I will not begin to go into it now. But it is possible to improve 
the quality of teachers, to turn around a major problem which is 
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facing rural schools right now: The drain of high quality teachers 
either into the metropolitan areas or into industry. 

You talked about a "brain drain" in terms of kids, Senator 
Abdnor. In fact, the "brain drain" in terms of teachers is certainly 
happening and can be documented. The terrible scarcity of teach- 
ers that is about to face the Nation as a whole is already there in 
rural America. 

Second, rural schools need to be protected. They need to be pro- 
tected from the fact that it does cost more to deliver the goods in 
first-rate form to rural kids. A lot of fights go on about whether or 
not in fact it costs more to fund nral education than it does to 
fund metropolitan education. The answer is— if you are delivering 
equal programs — of course it does. You have fewer kids; you have 
higher transportation costs; you have other costs of isolation. That 
simply has to be accepted, faced, and compensated for if rural 
schools are to do the job that they want to do. 

The second kind of protection rural schools need is protection 
from interfering legislation. The push for excellence has sent many 
state legislatures into full-tilt reform efforts. They are passing 
standardized legislation which is simply inappropriate for rural 
communities if they are to maintain their districts. Protection from 
the negative effects of legislation intended to bring about excel- 
lence has got to be built into the structure of State law and it will 
probably have to be done with the help of some funding from out- 
side. 

The third need that rural schools have if they are to be able to 
deliver the goods is the opportunity to develop a new perception of 
what good schooling is. The standard perception is a metropolitan 
one. It depends on very fine-tuned groupings of students, on major 
equipment outlays, on highly specialized teaching structures, on a 
lot of bureaucracy. 

If you look at good schooling that way, rural schools are now, 
always have been, and always will be, deficient. If on the ether 
hand we turn around our perception of what good schooling is and 
have two different models, one for rural places and one for urban 
places, then you can build on the extraordinary strength of rural 
schools and their communities and you can make rural schools 
uniquely rural and extraordinarily strong. 

Essentially, the most important role that I see for these hearings 
and for the Federal Government is in some fashion to reorient the 
point of view of the powerful, to make sure that the people who 
make policies, the people who give out money, recognize that there 
is an absolute need and requirement to care about rural communi- 
ties. And if they have no other reason, they ought to have this one: 
We have as a nation a deep-rooted economic interest in the vitality 
of our rural communities, 

Metropolitan America has been well fed and well supplied with 
human and natural resources for so long that many people have 
forgotten where the food and the raw materials and the people are 
coming from. They are coming from rural America. 

If the health of rural communities is threatened, the Nation as a 
whole is in danger. And if the maintenance of first quality educa- 
tion is pivotal both to the quality of the people who come out of 



rural communities and the quality of the communities that remain, 
we have got to pay attention to what is guing on in those schools. 

Thank you for this opportunity. 

[The prepared statement of Ms. Dunne follows:] 
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Prepared Statement op Faith Dunne 

introduction 

Mr. Chairman and the Committee: I am Faith Dunne, Associate Professor 
of Education at Dartmouth College. I have been Invited here today, I 
presume, because I have spent the last ten years studying and writing 
about education and community life In rural America; most recently, I 
was the principal Investigator In the first systematic national study of 
this country's smallest rural schools, and thefr place in the lives of the 
citizens they serve. I bring to this hearing a perspective different 
from either of the other panelists: I claim no expertise In the practical 
role of education In economic development, nor do I have the benefit of 
years of administrative experience In a particular community. What I 
have to offer Is a national perspective, a sense of the common Issues 
and prospects In rural schools across the country. It Is from my 
research, my knowledge of the rural education literature, and— not 
Incidentally— my ten years as a rural parent (six as a school board 
member) that I speak today. 

Functions of Rural Schools 

The rural school has a more complex role In community life than does 
Its metropolitan equivalent. Like other rural civic Institutions, the 
rural school serves multiple functions, and serves them under the close 
scrutiny of the citizenry. To understand the urgency of the needs of 
rural education, it is important to understand the school's multiple 
role. 

First, like educational systems everywhere, the rural school serves an 
academic preparation function. The rural school must teach the 
community's young people both the basic skills and the advanced 
Information and concepts which will prepare them to take their place 
in the modern wofld. This task Is made more difficult for rural schools 
because they must prepare many of the!r students for an environment 
very different from the one In which they grew up. Metropolitan 
schools prepare the young, by and large, for life In metropolitan 
America. Most rural communities do not have the parallel option. They 
must Instead serve as doorways to the urbanized world for the young 
people of their communities, since the educated young are still one of 
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the countryside's primary exports. 

Second, the ru school often serves as the center of community 
activity. In small towns, the school is commonly the only shared civic 
institution; basketball games, FFA exhibitions, PTA pot-luck suppers 
and the like are the ritual events which maintain the community's 
sense of identity. In places which offer few options for social 
interaction, the school is a critical institution even for those who have 
no children there. 

Third, the rural school is perceived by many citizens as the lynchpin of 
community survival, in both economic and political terms. Rural 
business people often believe that the closing of local schools will cut 
the ground out from under their town's economy, especially when that 
economy is already threatened by shopping centers in nearby 
metropolitan areas. Rural citizens often believe that the school is the 
only public entity over which they have a modicum of control, 
especially as increasing numbers of the decisions that shape their lives 
come from distant policy-makers and business leaders. 

Schools are considered important to communities everywhere in 
America. But the multiple functions of rural schools make them even 
more pivotal in the minds and lives of the people they serve. 

Critical Needs of Rural pr^nls. 

Rural schools have complex functions in their communities. They have 
concomitant needs which must be met if they ?re to serve their 
functions well in a national society which is increasingly 
interdependent and Increasingly demanding of its participants. 

Need I: Parity 

Rural schools must achieve instructional parity with metropolitan 
institutions if they are to provide children with the skills, information, 
and concepts required for life in a complex, technological, mobile 
society. This parity must include equal access to instructional 
resources and to competent teachers. 

This is not a simple task, but it is now a manageable one. 
Traditionally, it has been impossible even to think about providing 
equal resources to places as different as Newton, Massachusetts and 
Towner, North Dakota. Now, for the first time, technology makes 
reasonably equivalent access plausible. Microcomputers, linked by 
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modems, can give rural students Isolated In the vast wheatf ie5ds of 
Eastern Washington the opportunity to learn from major data bases, 
from university and laboratory-based experts, and from each other. 
Videodiscs have the potential to make the New Yorfc Public Library 
available to every rural high school student In the North Maine woods, 
interactive technology can teach Japanese to a high school sophomore 
In rural Alabama Microcomputers with appropriate peripheral 
equipment can simulate aspects of a Cal Tech physics laboratory In a 
sandhills high school In Western Nebraska For 100 years, those 
seeking high-powered Instruction could only find It In the metropolitan 
areas. This Is no longer true. The recent developments In technology 
provide a basis for genuine revolution In rural schooling. 

Equipment alone, however, will not do the job. The 1960's dismal 
efforts to produce "teacher-proof" curriculum established, once and for 
all, I hope, that wba Is In the classroom Is as critical as Mial Is there. 
Rural schools have particular problems with staffing, which must be 
addressed aggressively If they are ever to be resolved 

Teacher shortages, which are about to reach critical proportions 
nationally, have already struck rural areas. Rural schools have always 
had difficulty attracting well-prepared, highly competent teachers. 
The pay Is better In metropolitan areas, as are the opportunities for 
professional stimulation and advancement It Is the assumption of 
rural administrators— usually based on years of experience— that they 
will lose their most talented young teachers within three to five years. 
In states where there are competitive demands from outside the school 
system, the problems are even more acute. In New Hampshire, for 
example, where there Is well -developed high tech industry, rural 
schools find It almost Impossible to retain first-class math and 
science teachers. The best teachers In the Industrialized, metropolitan 
southern part of the state are siphoned off Into industry. The best 
teachers from the rural north country move south to fill those jobs. 
And the students In the more Isolated communities are left with 
underprepared and sometimes inadequate Instructors. This pattern Is 
repeated, In various forms, across the nation. 

Three Initiatives would address this perennial and Increasingly 
pressing problem. First, we must find ways to retain competent 
teachers In rural classrooms, and to enhance their competence. Rural 
teachers who lack a cohort of accessible colleagues need greatly 
enriched, readily available opportunities for professional development 
Again, technology promise? new possibilities The Northeast Regional 
Exchange (NEREX) has designed experimental programs for Vermont and 
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New Hampshire which link rural science and math teachers preparing to 
teach outside their major fields with experience* teachers and experts 
In their new subjects. Refresher (and Introductory work can also be 
delivered by Interactive networks, as well as via videodiscs. 

More than technology Is required, however. Teachers need human 
contact In addition to computer hook-ups. Rural teacher especially 
need the opportunity to meet with others who face similar problems 
and share sh M Jar resources. "Circuit rider" conferences, tailored to 
the specific needs and Interests of rural teachers could augment 
technological opportunities, and would allow practitioners to build 
both an area-wide network and a common, positive vision of the future 
of rural education. 

Even If these efforts succeed In retaining more competent people, we 
will still need to find ways to recruit a larger share of the best new 
teachers for rural schools. The vast majority of America's teachers 
are prepared in essentially suburban places for essentially suburban 
teaching environments, if effective rural teachers arc to be prepared, 
they will need training for the particular strengths and problems of 
country schools. There are several ways to do this. RuraB sites for 
training teachers have shown considerable promise. Tb* programs at 
Brigham Young University and Kansas State have shown that structured 
and supervised training In rural settings makes many young teachers 
more eager for the challenges offered by country schools and more 
competent to meet them. In other places, school-based teacher 
preparation programs have proved to be gow* mechanisms for tapping 
the talents of adults already committed to life In a local rural region; 
New Hampshire's Upper Valley Teacher Training Program Is one example 
of t school-based credentlallng program which has produced a sizeable, 
stable cadre of teachers for the Connecticut River Valley communities 
It serves. 

Retention and recruitment strategies such as these wll! do the Job In 
some rural places. But In more Isolated, or less obviously attractive 
places, financial incentives will need to be employed It Is probably 
not necessary to offer additional pay to teachers InStowe, Vermont, or 
Hilton Head, South Carolina.' But Alligator, Mississippi and Colebrook, 
New Hampshire need their share of high-quality instruction also, and 
financial Incentives may be the only way to keep a reasonable number • 
of their good teachers from the arms of industry, or at least from the 
pull of the metropolitan schools. In 1979, when I was In Finland, the 
teachers In remote Kwsamo were shocked when I told th&n that the 
United States did not pay Its Isolated rural teachers more than Its 
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suburban Instructors. "How can you possibly get any reasonable 
people to remain?" they asked I was hard pressed to give a good 
answer. 

Need //—Protect/or? 

Rural schools need to be protected. Sometimes this kind of 
protection costs money; sometimes It requires policy flexibility. 
These needs tend to be an Inevitable concomitant of a decision to 
safeguard any scarce and valuable resource, but that connection Is 
not easily made among those who form policy for rural education 

Two kinds of protection need to be offered to rural school districts. 
The first Is protection from the results of unequal costs Incurred 
when a high-quality education Is offered to small numbers of 
students. There have been many arguments, over the years, about 
whether rural schools (especially small ones) cost more than large, 
metropolitan ones. The answer Is, of course they do*Hf they offer 
equal programs. There are substantial savings which can be realized 
if rural schools organized around their strengths—structuring 
programs, for example, around the tendency of rural schoolchildren 
to work well In mixed ability groups, instead of hiring several 
teachers to teach different levels of the same course. But the fact 
remains that smaller numbers of children, higher transportation 
costs, and the need for sophisticated technology to create currfcular 
parity will make theper-pupll expenditures higher In rural areas 
than In metropolitan ones. The customary state aid formulae must 
be adjusted to meet this reality, or compensatory funds must be 
provided by the federal government 

The amount of additional money this will cost will vary with the 
level of another kind of protection: protection against the 
destructive effects of school reforms intended to achieve 
educational, Improvement The current spate of legislation designed 
to meet the challenges of the various commission reports tends to 
set up uniform requirements for schools, no matter where they are 
or what their resources. Further, the new laws generally take the 
form of Input specifications rather than ailput measures. That Is, 
schools are require to establish new courses and new programs 
rather than to produce evidence that their students have achieved 
certain essential skills. This approach may appeal to 
metropolitan districts (where it Is often easier to set up new 
courses than it Is to achieve new levels of student achievement). 
But it simply will not work In rural areas which have neither enough. 
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- personnel nor enough students to make this strategy reasonable. 
Further, even with the aid of technology, rural schools are unlikely 
ever to meet very detailed and precise standards, intrinsic to the 
sense of educational ownership so important to rural citizens is the 
ability to make local decisions about educational priorities, state 
• legislatures must be convinced that building flexibility into new 
standards is crucial to maintaining this important sense of 
ownership, and thus to the the health of their rural areas. 
Standards must be maintained, for the general good; but they must 
allow for critical differences tetween rural and metropolitan 
places. 

Provision for Development 

None of the suggestions I have made so far can be Implemented 
effectively unless educators and rural consumers of education begin 
to think about rural schools in new ways, The conventional model of 
"good* eAJcatlon (3 metropolitan, it depends on staff specialization, 
elaborate equipment, and fine-tuned student groupings. By the 
terms of this model, rural schools are perpetually deficient 
Conventional rural school reform has tried to cocTipensatefor these 
deficiencies by providing ways of miniaturizing metropolitan 
practices In rural settings. The results are sometimes 
ludlcrous-my favorite Is the iowa architectural drafting class of 
four, which sat in two rows of two in the middle of a classroom, 
watching (or rather not watching) a teacher do a demonstration on 
an overhead projector. 

Even when the outcomes of miniaturization are not overtly silly, 
they are still inappropriate for rural schoola Rural educators need 
to work for improvement within a model suitable to rural 
conditions, a model which assumes that rural schools are different 
rather than deficient The "difference - model builds on the 
strengths of small size and long-term association among 
participants, uses the rural environment as an instructional 
resource, adapts modern technology to meet the problems of 
cultural and physical Isolation. This model exists, in bits and 
pieces, in schools, universities, research and development 
laboratories across the country and around the world— especially 
exciting work has been done In Alaska and in Australia, where the 
law requires the support of effective education In very small, very 
rural schools. But It has never been put together in a fashion 
coherent enough to be communicated effectively to rural 
schoolpeople predisposed by their training to believe In the 
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metropolitan mode) of good schooling. 

To encourage the development and dissemination of the "difference- 
model, the federal government will have to provide resources which 
will give Incentive to universities, labs and Intermediate agencies 
to turn their attention to this work. I specify the federal 
government because It seems the only likely source of support for 
such a broad-sweeping effort. State-based development will 
continue the piecemeal pattern Major private foundations do not 
tend to take rural education issues seriously enough to support a 
large-scale effort A national initiative will have to be undertaken 
on federal funds. 

It is important to note, however, that an adequately supported 
research and development program is likely to result in long-run 
educational savings. Rural school programs developed in concert 
with rural strengths are more likely to be economical and efficient 
than those based on the assumptl on that grave weaknesses must be 
corrected before positive educational growth can even begin 

Reasons to Maintain Rural Srhqo1s--Why Bother? 

Clearly, the recommenJatlons I have outlined iiere are neither cheap 
nor easily achieved. In a nation where 75 percent of the population 
lives on 3 percent of the land mass, one might well ask, why bother? 
And, indeed, federal and state policies often appear implicitly based 
on a negative response to that question I see, however, at least 
three powerful, positive responses. 

First, we, as a society, need to recognize the general entitlement of 
a large segment of our population to the maintenance of their own 
communities and **eir own ways of life. Sixty-million people live 
in rural America, fourteen-millfon of them schoolchildren If they 
want to offer tielr children a first-rate education, while also 
keeping their community schools, they ought to be able to do so. 
They are not a population whose needs can be legitimately ignored. 

Second, we, a£ a political entity need to recognize the importance of 
maintaining our rural-metropolitan balance. In many countries, 
from Scandinavia to Africa, governments try (often vainly) to Keep a 
reasonable segment of their population in the rural areas. This has 
not been a major problem in the United States for a variety of 
historical and economic reasons. Although, as sociologists Luther 
Tweeten and Oaryl Hobbs have pointed out, workers have been a 
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chief export of rural places for more than a century, there have 
always been enough people who have chosen to regain in the country 
to maintain a national balance. If that balance is threatened— as it 
has been by the farm credit crisis, an* by the decline in family 
# farming, and by the increasing pressure to close down local 
community schools— the entire national balance is threatened. One 
look at the problems posed by overburdens on metropolitan areas in 
other countries ought to tell us that an investment of resources In 
the health of rural America now will have a long-term payoff which 
will be economical Indeed 

Finally, we, as a nation must recognize our deep-rooted economic 
interest !n the vitality of our rural communities. Metropolitan 
America has for so long been well-fed and well-supplied with both 
natural and human resources that many people have forgotten where 
the food, the raw materials, and the workers come from. They come 
from rural America. If the health of rural communities is 
threatened, the nation as a whole is in danger. 

We have learned from our agricultural practices and from our 
patterns of resource extraction that we cannot continually take 
from the land without providing for Its renewal. It Is time to apply 
these lessons to rural education. Metropolitan American has 
received great wealth from rural communities. If it is to continue 
to derive these benefits, some return must be paid at this crucial 
time. Rural schools, pivotal to the strength of rural life, must be 
supported and enhanced. For the good of the nation, we must make 
an investment in keeping rural schools community-based and 
instructional ly strong. 

Thank you for giving me this oppo f oity to discuss the prospects 
and problems of rural education with you this morning. I hope that 
my perceptions augment your broad assessment of the condition of 
rural America today and in the future. 
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Senator Abdnor. Thank you. Thank you for that fine testimony. 

Our next witness is Mr. Paul Delargy from the Center for Com- 
munity Education, the University of Georgia. We welcome you to 
our panel this morning. 

STATEMENT OF PAUL DELARGY* DIRECTOR, CENTER FOR 
COMMUNITY EDUCATION, UNIVERSITY OF GEORGIA 

Mr. Delargy. Thank you. In the interest of my colleagues and 
time, I will try to cut my remarks short and depart from the text. 

It is a pleasure and welcome opportunity for me to be able to be 
with this subcommittee and share some thoughts and concerns 
about rural America. In my opinion, we can no longer respond to 
problems of rural America as jellyfish respond to the environment, 
controlled mostly by shifting winds and the action of the tide. In 
this complex world of nations which become more independent 
each day, it is foolhardy not to have a national rural policy other 
than a "no policy" policy for all practical purposes. 

I say this in spite of my awareness that many people equate our 
farm policy to what they perceive is our rural policy. It is my opin- 
ion that many of the urban problems are merely extensions of 
rural problems, and until we decide to concern ourselves seriously 
with solutions to the major rural problems, we will be faced with 
never solving the second and third generation problems they 
produce. 

The attitudes of many, including the rural residents themselves, 
have traditionally characterized rural folks as bumpkins, rednecks, 
hicks, et cetera, which by definition describe less than a first-class 
citizen. I am reminded of a true story of a professional dentist who 
lived in Minneapolis who was arrested and convicted for arson. As 
his punishment, the judge sentenced him to 2 years of community 
work in a small rural community. Arson is a serious crime and to 
some being sent to a rural community represents a serious punish- 
ment. It is my opinion that attitudes such as these are what keep 
us from seriously attacking rural problems. 

In addition to the negative attitudinal problems toward rural 
America, the prevailing thoughts that bigger is better, the consoli- 
dation and specialization are the answer, all work negatively when 
overused in rural communities. It would be wise for us to consider 
some alternatives such as, small is beautiful, decentralization, and 
the development of generalists. Some of this thinking would be 
much more appropriate for many small and rural schools. 

If we look at trends over the last 10 years, there is some reason 
for encouragement. Let me just cite a few: According to Naisbitt, 
we are moving away from an industrial society to an information 
society. We are moving away from a centralized society to a decen- 
tralized society, and the list goes on and on. But finally, we are 
moving from a vertical society to a horizontal society, to mention a 
few. 

If these trends are a fact, we can have the basis for a strong case 
for the encouragement of rural development with an indicator re- 
versal of the things we normally think of as urbanization. Each of 
these trends suggests interesting and encouraging possibilities for 
rural America. 
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Why can we not move from the specialist movement that all too 
soon becomes obsolete to the generalist movement of people that 
can adapt? Traditionally, the rural person who succeeded many 
times was a generalist who was flexible. People in rural communi- 
ties know their neighbors. Do we not need to foster strong interper- 
sonal relationships to counter the high technology and to go along 
with what the previous speaker talked about in terms of the ability 
of technology to be very, very helpful to rural communities? 

Do not rural communities in fact offer great opportunities for the 
high touch to combine with the high technology? 

Because of time constraints, I am going to skip over some things. 

One-third of the population of America is rural, and in my State 
of Georgia one-third of our population, approximately 2 million 
people, are rural people. This is no small minority. Yet because of 
the traditional traits of rural people of being independent and be- 
cause of the low density of population, rural people have done little 
to become effective in obtaining their share of the resources neces- 
sary to maintain a high quality of life. 

When we compare the quality of education, health, housing, 
transportation, and income, it becomes apparent that generally 
people m rural America have a lower level of quality of life. 

Because this subcommittee is concerned with resources, I would 
like to present some thoughts regarding rural people which repre- 
sent a major resource and the natural resources as they relate to 
rural America. 

All too often, rural people are deprived of educational opportuni- 
ties equal to those available to nonrural people. Rural schools na- 
tionally have higher dropout rates, lower achievement of scores, 
and lower paid personnel. Is it not interesting that of the 25 indus- 
trial nations the United States is the only industrial Nation that 
pays its rural teachers less than its urban teachers? In Norway, an 
elementary school in rolling over 450 students becomes disqualified 
for State support, whereas in the United States the educational in- 
frastructure is designed to reward bigness. More and more evidence 
supports an ideal number of 400 or less for elementary schools, and 
perhaps a high school of about 1,200. 

In my opinion, there is no better objective for this subcommittee 
than to pursue a course to enhance the quality of education in 
rural America because education can be the most valuable invest- 
ment for the development of rural America's greatest asset, people. 
Please note, however, that my recommendation does not endorse 
more of the same. I strongly suggest that we look at rural schools 
and a rural life-long learning process without the assumption that 
the present urban-industrial model is adequate. It is not. It has not 
been doing well in the urban areas, so why should it succeed in 
rural situations? 

Let me just tie into these comments the fact that many rural 
areas have a wealth of raw materials and natural resources which 
are not used ir a way to give the rural areas where they exist max- 
imum benefits for their value. Are we not all aware of all too many 
examples of rural areas where the people who are fortunate 
enough to have jobs at all, have the lower-level jobs, and outsiders 
seem to fill most of the management jobs? 



ERLC 



72 



68 



Are we not all aware of all too many examples of rural areas 
where the raw natural resources are consumed with little benefit 
to the local communities or, in many cases, little benefit within the 
State? Offhand, I can think of one example where 70 percent of the 
value of coal extracted from an area goes outside the state and the 
enterprise pays little relationship to what it takes from the com- 
munity in terms of supporting the community and supporting the 
community's education. 

With these two elements in mind, better education and better 
utilization of local resources, I would like to suggest one specific 
strategy, one possible way or partial solution to rural economic de- 
velopment: 

I would like to recommend the use of school-based development 
enterprises for rural communities. School-based development enter- 
prises provide a way to link education with rural economic develop- 
ment by creating environments which include local high school stu- 
dents in small business development. They provide students with 
an opportunity to conduct feasibility and marketing studies; to de- 
velop business plans, and to implement and develop and establish 
small businesses. They maximize the potential of local people to 
have control over their economic development and to become more 
than just lower-level employees. 

Srhool-based enterprises should seek to obtain maximum value of 
local resources. School-based enterprises simply are businesses 
formed to meet local needs. They provide services and products 
needed by the community. They can provide jobs for youths and, at 
the same time, provide realistic opportunities for training enter- 
preneurs. These potential entrepreneurs in turn use this training 
as small business operators to establish small businesses where 
need is indicated. 

There is ample evidence to indicate that the future of rural 
America is far more promising if we develop many small busi- 
nesses rather than to depend on bringing in giant industrial 
dinasaurs. 

I would like to mention, in the State of Georgia we have a $52 
million support system for 35,000 farmers. We have a $3 million 
support system for over 125,000 small businesses, many of them in 
rural areas. The resources are not being used, I think, in an ade- 
quate way to support where the needs are. 

School-based development enterprises, when properly developed, 
can improve the quality of life in rural America; develop entrepre- 
neurial talent locally; provide youths with jobs; decrease dropouts; 
increase school attendance; create better self-images and attitudes 
and offer a pragmatic, exciting process of education for students 
and the rural community. 

I appreciate this opportunity to share some thoughts with you 
today. I understand that a strong effort on the part of all of us— - 
especially this subcommittee and Congress—will be required to 
bring about the change so essential in rural America. Thank you. 

[The prepared statement of Mr. Delargy follows:] 
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Prepared Statement or Paul Delargy 
It is a pleasure and a welcome opportunity tor me to be 
able to share with this committee some thoughts and concerns 
about rural America, in my opinion we can no longer respond to 
the problems of rural America as jelly fish respond to their 
environment — controlled mostly by shifting winds and the 
action of the tide. In this complex world of nations which 
become more interdependent each day it is foolhardy not to have 
a national rural policy other than a no-policy policy for all 
practical purposes. I say this in spite of my awareness 
that many people equate our farm policy to what they perceive 
as our rural policy. 

I am by professional training an educator and economist 
and have spent most of my professional career, by choice, 
involved with small or rural communities. It is my opinion 
that many of our urban problems are merely extensions of 
rural problems. Until we decide to concern ourselves 
seriously with solutions to the major rural problems, we 
will in fact never solve the second and third generation 
problems which they produce. 

The attitudes of many, including r^ al residents 
themselves, have historically characterized rural folks as 
bumpkins, red necks, hicks, etc., which by definition describe 
less than a first class citizen. I am reminded of a true 
story oj a professional dentist who lived in Minneapolis and 
who was arrested and convicted of arson. As his punishment 
the Judge sentenced him to two years of community work in a 
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small rural community. Arson i,s a serious crime, and to 
some, being sent to a rural community. represented a serious 
punishment. It is my opinion that attitudes such as this 
are what keep us from seriously attacking rural problems. 

In addition to the negative attitudinal problems towards 
rural America, the prevailing thoughts that "bigger is better" 
and that consolidation and specialization are the answer 
all work negatively when overused of rural communities. It 
would be wise for us to consider some alternatives such as 
"small is beautiful/ 1 decentralization, and development of 
generalists. Such thinking would be much more appropriate for 
many small or rural communities. 

If we look at trends over the past ten years, as 
described by Naisbitt, there is some encouragement. Let me 
cite a few of these trends. He states that we are going from: 
an industrial society to an information society, a centralized 
society to a decentralized society, economics of scale to 
appropriate scale, a managerial society to an entrepreneurial 
society, resource exploitation to resource conservation, 
institutional help to self help, conquerors of nature to 
partners with nature, and from a vertical society to a 
horizontal society, to mention a few. If these trends are a 
fact, they can be the basis for making a strong case for the 
encouragement of rural development for they indicate a 
reversal of urbanization. Each of these trends suggests 
encouraging possibilities for rural America. 
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Don't we need to move from the specialist who too soon is 
obsolete to the general ist who can adapt? Traditionally the 
rural person who succeeded many times was a generalist who 
was flexible. Why impose specialization? 

People in small rural communities know their neighbors. 
Don't we need to fester strong interpersonal relationships to 
counter high technology, and don't rural communities offer 
great opportunities for both? 

Because of time constraints I'll forego further 
generalization and get more specific. 

One-rthird of the population of America is rural; 
approximately one out o* three Americans is a rural American. 
This is no small minority, yet because of the traditional trait?* 
of rural people to be independent, and because of a low density 
of population, rural people have done little to become effective 
in obtaining more of their share of the resources necessary 
to maintain a high quality of life. 

When we compare quality of education, health, housing, 
transportation, and income it becomes apparent that generally 
people in rural America have a lower level quality of life. 

Because this committee is concerned with resources, I would 
like to present some of my thoughts regarding rural people, who 
represent a major resource, and natural resources as they 
relate to rural America. 

All too often rural people are deprived of education 
opportunities equal to those available to non-rural people. Hural 
schools nationally have higher dropout rates, lower achievement 
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scores, and lower paid personnel. Isn't it interesting that 
of the twenty-five industrialized nations, the United States 
is the only industrialized nation that pays its rural teachers 
less than its urban teachers? In Norway an elementary school 
enrolling over tour hundred and titty students becomes 
aisqualif ied for state support whereas in the United States the 
educational infrastructure is designed to reward bigness. More 
and more evidence supports an ideal number of four hundred or 
less for elementary schools and perhaps a high school of about 
twelve hundred. 

In my opinion there is no better objective for this 
committee than to pursue a course to enhance the quality of 
education in rural America, because education can be the xro&t 
valuable investment for the development of rural America's 
greatest assest — people. Please note, however, that my 
recommendation does not endorse more of the same. I strongly 
suggest that we look at rural schools and a rural life- long 
learning process without the assumption that the present urban/ 
industrial model is adequate. It %B not. It is not even doing 
well in urban areas, so why should it succeed in rural situations? 

Now let me tie into these comments the fact that many 
rural areas have a wealth of raw na*nral resources which are 
not used in a way to give the rural area where they exist the 
maximum benefits from their value. 

Aren't we all aware of all too many examples of rural 
areas where the people who are fortunate enough to have Jobs 
work at all have lower level jobs, and outsiders seem to fill 




73 



most of the management jobs? Aren't we all aware of all too 
many examples of rural areas where the raw natural resources 
are consumed with little benefit to the local communities and 
in many cases little benefit within the state? Off hand I 
think of one example where 70% of the value of coal extracted 
from an area goes out-of-state, and the enterprise pays little 
in relationship to what it takes to support education. 

With these two elements in mind— better education and 
better utilization of local resources — I would like to suggest 
one specific strategy for providing a partial solution for 
rural economic development. I would reccmnend that the use 
of school-based development enterprises for rural communities. 

School-based development enterprises provide a way to 
link education to rural economic development by creating 
environments which involve local high school students in 
small business development. They provide students with 
opportunities to conduct feasibility and marketing studies, 
develop business plans, and implement development and 
establishment of small businesses. They maximize* the potential 
of local people to have control of their economic development 
and to become more than just Jower level employees. School- 
based development enterprises should seek to obtain maximum value 
of local natural resources. 

School-based development enterprises simply are businesses 
formed to provide for local needs. They provide services or 
products needed by the community. They can provide jobs for 
youths and at the same time provide realistic opportunities for 
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training entrepreneurs. These potential entrepreneurs can 
in turn use this training as small business operators to 
establish new small businesses where need is indicated. 

There is ample evidence to indicate that the future of 
rural America is far more promising if we develop many small 
businesses thun if we depend on bringing in giant industrial 
dinosaurs. 

School-based development enterprises, when properly 
developed, can improve the quality of life in rural America, 
development entrepreneurial talent locally, provide youth with 
jobs, decrease drop-outs, increase school attendance, create 
better self-images and attitudes and offer a pragmatic, 
exciting process of education for students and the rural 
community. 

I appreciate th^s opportunity to share some thoughts 
with you today. I understand that a strong effort on the 
part of all of us — especially this committee and Congress 
— will be required to bring about the change so essential 
in rural America. 
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Senator Abdnor. Thank you, Mr. Delargy. All this input is ex- 
tremely valuable to us. 

I know you will find our next witness equally qualified, Mr. 
Cockle of Watertown, SD, where he is superintendent of schools. 
He built an excellent institution in his tenure there. He particular- 
ly has done great things for South Dakota vocational education. As 
I recall, 20 years ago there was a lot to be desired in vocational 
training. But because of the pioneering and hard work of Mr. 
Cockle, we can be quite proud of our program. He has done much 
lor our State also, 1 might add, in other areas of education. 

But I am really pleased to have you here today, Mr. Cockle. 

STATEMENT OF ROBERT COCKLE, SUPERINTENDENT, 
WATERTOWN PUBLIC SCHOOLS, WATERTOWN, SD 

Mr. Cockle. Thank you, Mr. Chairman and panel members. I 
have served 37 years as superintendent of schools in school dis- 
tricts ranging in size from 300 to 4,500 students. For the past 17 
years, I have been the superintendent of schools in Watertown, a 
city of some 18,000 with approximately one-third of our school stu- 
dents coming from the rural area and two-thirds from the city. In 
addition to the K-12 public schools, the school district operates a 
postsecondary vocational training institution of some 1,000 stu- 
dents in 28 programs grouped into agriculture, health, industrial, 
and business training. 

The major emphasis of our K-12 program is to teach the basics 
at the elementary level, explore and reinforce at the junior high 
level, and prepare further for life's work at the senior high level. 
In our State of South Dakota we have this opportunity. It is a fine 
place to live and work. 

However, all of the above is based on the premise of agriculture 
playing the dominant economic role that it has in the past. Exist- 
ence of the family farm, the need for manual labor in the process 
of agricultural production, the need for small towns scattered 
throughout the agricultural communities to provide services and 
the needs of a transportation system are completely different 
today. Change has not been abrupt, like all social changes, it has 
varied with the Nation's economy, weather, world economy, new 
technologies. 

My dad happens to be 91 years old. He was visiting at Christmas 
time, about the time everyone was excited about the rural econo- 
my. He listened to us all talk about it for a while and finally he 
said— he has been retired, by the way, lor 30 years— "Bob, what is 
new? Back in 1927, 1 went broke on a farm and had to find a differ- 
ent occupation." 

Well, he went back to reading his paper and the rest of us wor- 
ried about our present conditions. But it is not new. I mean, things 
do change all the time. 

Change has not been abrupt, like all social changes, it varied in 
many ways. Today, as a reflection of this change, however, I am 
here to testify that v/hile the Nation as a whole is prospering, the 
rural economy is not participating in this prosperity. 

Agriculture will always play a large role in our Nation. Technol- 
ogy, however, has changed the role that people play in agriculture. 
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As less people are needed in current agricultural production, our 
rural States have several alternatives. 

One, we can accept the fact that less people will be directly in- 
volved in agriculture and in the attendant agricultural service 
areas. 

Two, we can more intensively produce grain, fiber, and meat 
products, therefore employing more people and giving our Govern- 
ment even a larger problem. 

Three, use the human and natural resources available to diversi- 
fy the dependence on basic agricultural economy to one that in- 
cludes business, manufacturing, processing, and agricultural pro- 
duction. 

No doubt, the answer lies in diversification in some way, 
manner, shape or form. While our natural resources may be limit- 
ed to space, water, climate, and way of life, these very items have 
become important. Transportation is not a major factor. Access to 
vast quantities of raw resources has become less important. The 
need to be near a large market has lessened due to technological 
advances, and the new communication developments have changed 
the isolation factor. 

The question of diversification leads to the question of skilled 
people for industries, business and manufacturing. As an agricul- 
tural dependent area, the emphasis of skill training has been in ag- 
riculture-related fields at this time. The alternative was the profes- 
sions. The Midwest has always provided an exportable number of 
trained professionals to the Nation. The new thrust, however, must 
be to produce the trained technicians, the skilled workers, and the 
professionals in the areas of management, engineering, and produc- 
tion. We are going to have to compete with the rest of the world, 
and the only way we will ever compete is with more skilled train- 
ing, more skilled people, and more skilled professionals. This calls 
for a new and different emphasis on our education and training 
programs at the secondary, post-secondary, collegiate, and adult 
levels. 

Rural people are accustomed to hard work, long hours, and low 
salaries. They are appreciated throughout the Nation when apply- 
ing for work. Their work ethic, independence, natural acceptance 
of responsibilities gives them priority. However, when new busi- 
nesses or industry move to a rural area, they not only must have 
£Ood workers, they must have skilled workers. To have skilled 
workers, there must be skilled workers training programs. This is 
what we have attempted to do at our postsecondary vocational 
technical institute in Watertown. We have been relatively success- 
ful, the city having acquired some 28 new businesses or industries 
in the past 5 years, providing some 1,800 new jobs. 

In the 1950 s, the only vocational education programs in our area 
were in the fields of homemaking and agriculture. Less than 250 
students in South Dakota per year were actively engaged in train- 
ing for skills in trade, industry, or health occupations at the post- 
secondary level. The dependence on agriculture as the sole employ- 
er was apparent. 

Post-secondary vocational technical training institutions were es- 
tablished in conjunction with the manpower development training 
programs at that time. This led to the establishment of vocational 
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technical institutes located geographically in the State. They have 
been successful. However, the vocational technical programs 
tended to follow the .policies of higher education and were soon 
based on the semester, the college calendar, the summer vacation. 
Nevertheless, significant expansion has occurred. 

The new thrust in Federal vocational funding is to emphasize 
new technology, create new programs better suited to the informa- 
tion age. It is gratifying to see that the Education Department and 
Labor Department are once again working together trying to up- 
grade skill training through such programs as the Joint Training 
Partnership Act. It is the need for cooperation between industry, 
labor, and education that can bring back our strong industrial base 
and help us as a Nation compete with less costly foreign labor. 

Education, but particularly vocational training, needs a new ap- 
proach. For too long, vocational training has been modeled on the 
academic college model. We need to transfer to the industry image 
of training. It should be competency-based training, individualized, 
and with an open entry, open exit possibility. Training should be 
when needed, not when convenient to offer. It should be individual- 
ized. No two people learn at exactly the same rate. It should be 
competency based so an employer knows, on an application, exactly 
what an employee can do and in which skills he is competent. 

The secondary vocational technical training should fit into the 
postsecondary just as the secondary academic program fits into the 
postsecondary academic education. Again, the vocational training 
must be available throughout an employee's lifetime. Successful 
Japanese companies now provide their employees training while all 
the time they are employed. This should be carried on by our in- 
dustry, but also by our vocational training institutions. 
m Putting all of America back to work— the urban, the rural, the 
industrial, and the agricultural— is the goal. Competition in the 
world market is a fact. Training and education will make or break 
a nation. 

Maybe I should say this, I do not think we need necessarily more 
Federal funds for the projects such as this. Federal funds are avail- 
abte through both the Education Department and the Labor De- 
partment. However, we do hope we can take the available Federal 
moneys, add to them the State and local funds, and put these 
moneys to work m a way that, as our economy changes, we can 
change. Technology, special skills, basic education and the opportu- 
nity to use talents in the best way is the goal. To do this, we need 
an organized program incorporating business, manufacturing, 
labor, and education. 

I guess the way that I might suggest a solution to it is that the 
original Vocational Act of 1963 was implemented to provide skill 
training to future employees and industry. The funding came to 
the educational institutions such as public school districts, special 
vocational school districts, colleges or universities, or community 
colleges. None of these people really understood the need of indus- 
try and labor for skill training — they were educators. 

Therefore, the vocational education's moneys were most often 
used to provide an alternative for students who did not like aca- 
demics but wished to be in a school or college setting. This has ex- 
isted and grown for the past 20 years. The Department of Labor 
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has had to develop their own skill training programs because edu- 
cator developed programs were not suited to train basic labor 
needs. CETA, JOBS, ADC were some of the Labor Department 
added programs. Again, we had education, industry, and labor at 
odds over skill training. 

Labor wants skill training for job placement. Educatior wants 
skill training for technical education and often serves it in a typi- 
cal collegiate model. Fort unately, there is opportunity — as I men- 
tioned—through the JTPA Program, the new Federal Vocational 
Act, to put these two together and make the training the type that 
both labor and industry and business need. 

To do this, we again have to turn to technology. We have the 
computer. This probably is the one thing that is going to make it 
possible, by the use of interactive video, computer-managed instruc- 
tion, computer-assisted instruction, computer-based instruction, to 
teach the individual training and 3kiils to students according to 
their needs, their ability, their knowledge, and their motivation. 

Again, this is a transportable situation, you do not have to go to 
a large college or university, or a central location, to have it. 

In the pa>t, we have placed people in classes of 15 to 20, worked 
with them as a group, lectured as a group, and graduated as a 
group. While there were 15 to 20 individuals, each with varying 
abilities, we taught al 1 15 to 20 ^t the same pace with the same 
material. The computer can free an instructor from this artificial 
environment. It makes possible the individualized training. 

As an educator interested and involved in both academic and 
skill training, to me we have an opportunity for the greatest 
change since the beginning of history. We are entering a period of 
time where due to technological advancements, creative thinking, 
industrial competition between nations, the motivation of a declin- 
ing economy, and change in education procedures, educators will 
be forced, placed, and dictated to make change. 

The concept of individualized educational programs for each 
learner is within reality. 

A unified plan from this Congress, utilizing moneys being appro- 
priated for bits and pieces, through labor, education, welfare, 
health and associated agencies, needs to be developed. 

The development of a consensus of the need for skill training for 
every member of our society is needed. Our business and industry 
must have better skilled employees to compete with foreign labor. 

As the economy of an area of our Nation changes as it has in the 
agricultural section, there must be a method to retrain and up- 
grade the work force to new and needed skills. 

[The prepared statement of Mr. Cockle follows:] 
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Prepared Statement of Robert Cockle 

Panel - Education 

I am from South Dakota, and representing the midwest states. South Dakota 
has some 1,000,000 square miles, a population of 650,000, with a rural, 
strongly agricultural based economy. I have served 37 years as 
Superintendent of Schools in school districts ranging in size from 300 to 
4500 students. For the past seventeen years I have been Superintendent of 
Schools in Watertown, South Dakota, a city 0 f some 18,000 people with 
approximately 1/3 of our school students living in the rural area and 2/3 
in the city. In addition to the K-12 public schools the school district 
operates a post-secondary vocational training institution of some 1000 
students in 28 programs grouped into Agriculture, Health, Industrial, and 
Business Training. The Lake Area vocational Technical institute was started 
in 1966 under the Vocational Act of 1963. 

The major emphasis of our K-12 program is to teach the basics at 
the elementary level, explore and reinforce at the junior high level and 
prepare further for lifes work at the senior high level. In our State of 
South Dakota we have this opportunity unshackled by the restraints of the 
pioblems of urban unreb., minority and cultural differences, or general 
poverty. South Dakota and the midwest is a fine place to live and work. 

However, all of the above is based on the premise of agriculture 
playing the dominant economic role that it has in the past. The existence 
of the family .farm, the need for manual labor in the process of 
agricultural production, the need for small towns scattered throughout the 
agricultural communities to provide services and the needs of a 
transportation system are completely different today. The change has not 
been abrupt and like all social changes it has varied with the nations 
economy, the weather, the world economy and new technologies. Today, as a 
reflection of this change, I am here to testify that while the Nation as a 
whole, is prospering, the rural economy is not participating in this 
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prosperity. 

Agriculture will always play a large role in South Dakota and our 
nation. Technology, however, has changed the role that people play in 
agriculture. At one time it was estimated that it would take one person 
employed in agriculture to produce food for ten others. This proportion has 
dramatically riaen to one agricultural producer for fifty and will go 
higher. As less people are needed in current agriculture production our 
rural states have several alternatives. 

1. Accept the fact that less people will be 
directly involved in agriculture and in the 
attendant agricultural service areas to 
maintain production. Population will be 
reduced, but an economy »<ntained. 

2. Hore intensively produce Train, fiber 
and meat products, therefc employing 
more people. This will produce greater 
quantities of food to better feed a hungry 
world. It will employ more people. 
However, a market must be created for the 
additional products. 

3. Use the human and natural resources available 

to diversify the dependent of a basic agricultural 
economy to one that includes business, manufacturing, 
processing and agricultural production. This will 
retain people in the state and may even add people. 
No doubt the answer lies in diversification in some way, manner, 
shape, or form. While our natural resources may be limited to space, water, 
climate, and way of life, these very items have become very important. 
Transportation is not the major factor it once was. Access to vast 
quantities of raw resources has become less important. The need to be near 
4 large market has lessened due to technological advances, and the new 
communication developments have changed the isolation factor. 

Tho question of diversification leads to the question of qualified 
people for new industries, businesses and manufacturing. As an 
agricultural dependent area, the emphasis of education haj been in 
agriculturally related fields. The alternative was the professions. The 
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aidwest has always provided an exportable number of trained professionals 
to the nation. The new thrust however, must be to produce the trained 
technicians, the skilled workers, and the professionals in the areas of 
manageaent, engineering and production. This calls for a new and different 
emphasis on our education programs at the secondary, post-secondary, 
collegiate and ad Ut levels. 

Rural people are accustomed to hard work, long hours and even low 
salaries. They are appreciated throughout the Nation when applying for 
work. Their work ethic, the independence, and the natural acceptance of 
responsibility gives them prio:ity. However, when new businesses or 
industries move to south Dakota they not only must have fltttd workers they 
aust be akiUejj workers. To have skilled workers there must be skilled 
workers training programs. This is what we have attempted to do at our 
post-secondary vo-tech institute in Hater town, South Dakota. We have been 
relatively successful, with the city having acquired some 28 new businesses 
or industries in the past five years and providing some 1800 new jobs. 

In the 1950's the only vocational education programs in South 
Dakota were in the fields of homemaking and agriculture. Less than 250 
students per year were actively engaged in training for skills in trades, 
industry, or health occupations at the post-secondary level. The dependence 
on agriculture as the sole employer was apparent and state-wide efforts 
conducted to encourage industrial expansion. Post-secondary vocational ' 
technical training institutions were established in conjunction with Kan 
Power Development Training programs ttn d the Office of Education. This led 
to the establishment of vo-tech schools located geographically in the 
state. These programs were successful in attracting recent high school 
graduates and to give them an alternative to a college or university 
academic education. However, the vo-tech programs tended to follow ^he 
dictates of higher education and soon were based on the semester, the 
college calendar, and the summer vacatLon. Nonetheless significant 
expansion ha occurred in South Dakota because of training in vocational 
skills. 

The new thrust in Federal Vocational Punding is to emphasize new 
technology and to create new programs better suited to the information age 
rather than agricultural or industrial. It is gratifying to see that the 
Education Department and the Labor Department arc together, presenting the 
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need for skill training through the Joint Training Programs Act* It is the 
need for cooperation between industry, labor end education that can bring 
back our strong industrial base and help us compete with less costly 
foreign labor. 

To this end of education, but particularly vocational training, 
needs a new approach* For too long vocational training was modeled on the 
academic college model* We need to transfer to the industry image of 
training to be competency- based, individualized, with open-entry, 
open-exit possibilities* Training should be when needed, not when 
convenient to offer* It sl.ould be individualized because no two people 
learn at exactly the same rate. It should be competency based so an 
employer knows, on an application, exactly what an employee can do and in 
which skills he is competent. 

The secondary vo-tech training should fit into the post-secondary just as 
secondary academic fits into post-secondary academic education* Again; the 
vocational training must be available throughout an employee's lifetime* 
Successful companies now provide their employees training while employed* 
This should also be carried on by our vocational training programs from 
high school, to post-secondary to continual re-training and/or upgrading. 

Putting all of America back to work; the urban, the rural, the 
industrial, the agricultural and the minorities is the goal. Competition o.> 
a world market is now a fact. Training and education will make or* break a 
nation. ^As a representative of a rural agricultural economy we will need 
the support, the interest and the cooperation of government and business to 
provide the opportunities in a changing agricultural society. 1 am not 
here to ask or beg for more federal monies. We just hope that we can take 
the available federal monies, add to the state and local monies and put 
these monies to work in a way that as our economy changes, we can change 
and adapt to what is referred to as the "information Age I" Technology, 
special skills, basic education and the opportunity to use talents in the 
best way is the goal. To do this we need an organized program, 
incorporating business, manufacturing, labor and education. 

While the question as to the rural economy needs a solution, so 
does the question of our overall Nation's economy. There are areas 
throughout the nation that have similar problems and need similar 
solutions. 
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SUGGESTIONS FOR CHANGE 

Sxill> Training Programs 

The Vocational Act of 1963 was implemented to provide skill 
training to the future employees of industry. The funding came to the 
' educational institutions such as public school districts, special 
vocational school districts, college or universities or community college... 
None of these really understood the need of industry and labor for skilled 
training. 

Therefore the vocational education monies were most often used to 
provide an alternative for students who did not like academics but wished 
to be in a school or college setting. This has existed and grow for the 
past twenty years. The Department of Labor has bad to develop cheir own 
sk.Ul training programs because wducator developed programs were not suited 
to train basic labor needs. CETA, JOBS, and fJ>C were some the Labor 
Department added, Again, we have education, industry and labor at ^dds 
over skill training. 

Labor wants skill training for job placement! 

Education wants skill training for technical education! 
and often serves it up in a collegiate model. 

Fortunately there is oportunity through Federal programs, such as 
the new Vocational Education Bills and the Labor Department's JTPA* program, 
the ability to provide vocational training institutes with a training 
curriculum that meets the needs of both the graduating high school senior 
and the returning needs of the unskilled worker, the obsolete worker and 
the continuous retraining of any employee. The open-entry, open-exit, 
individualized and competency-based curriculum is now a possibility. 

Again, we have to thank technology in the form o- the computer. 
Interactive video, computer managed instruction, computer assisted 
instruction and computer based instruction, i.stve made possible the teaching 
and training of skills to individual students according to tneir individual 
ability, previous knowledge and motivation. 

In the past we placed people in classes of 15 to 20, worked with 
then as a group, lectured as a group anO graduated as a group. Ifhile there 
were 15 to 20 individuals, each with varying abilities, we taught all 15 to 
20 at the sane pace and with the sa»e material. The computer ctn free an 
instructor from this, artificial environment, it makes possible 
individualized training. 
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SI1HUABX 

As an educator, interested and involved in both academic and skill 
training for the past 37 years, I feel education is in lor its greatest 
change since the beginning of hitory. 

He are entering a period of time where, due to technological 
j ad Vun cements, creative thinking, industrial competition between nations, 
the motivation of a declining economy, and change in education, procedures 
will be placed, forced, and dictated to educators. 

The concept of individualized educational programs for each 
learner is within reality. Skill training for specific employment 
objectives will be the first area to developed and is essential. Our 
Nation must again be competitive. Our midwest agricultural area ii'ist be 
able to quickly adjust to diversification as must other areas of the 
Nation. 

A unified plan from this Congress utilizing monies being 
appropriated for bits and pieces, through labor, education, welfare, health 
and associated agencies, needs to be developed* 

The development of a consensus on the need for skill. training for 
every member of our society is needed. Our business and industry must have 
- J better skilled employees to compete with foreign labor. 

As thw: economy of an area of our Nation changes as it has in the 
agricultural section, there must be a method to retrain and upgrade the 
work force to wew and needed skills. 
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Senator Abdnor. Thank you, Mr. Cockle. I was intrigued by your 
statement that you feel education is in for its greatest change since 
the beginning of history. Do you think we are set for it in South 
Dakota? 

Mr. Cockle. We are, Jim. We have to throw away some of the 
traditions that we have had, though. I think every State has to. 
People do not like change. 

Senator Abdnor. It stayed with us for a long time. This change is 
now taking place? 

Mr. Cockle. That is right. 

Senator Abdnor. I will be interested when we get into that. 

You have a unified plan. Quickly, is that more like the block 
grant we are talking about, instead of going into all those other 
areas? 

Mr. Cockle. Well, back in the 1950's, Congress put through a 
Manpower Development Training Act which combined education, 
labor, and welfare. At that time, education and welfare were to- 
gether. 

I think we need something like that again. We have to put all of 
our resources in one thing. For example, tLe Vocational Education 
Act, the money is all given to education. Well, education is not ex- 
actly the same as skill training, and the Labor Department needs 
to get further into the act. They have tried through the JTPA pro- 
gram but they need more help. 

Senator Abdnor. Good point. 

We are going to jump into another field that has been alluded to 
this morning—health care. If I can speak again, we in South 
Dakota are the most rural or all rural. 

Mr. Wright, you come to us from Georgia and you have been 
working in the area of American rural health. I am anxious to 
hear from you. 

STATEMENT \ STEPHEN WRIGHT, DIRECTOR, OFFICE OF 
RURAL HEALTH, GEORGIA SOUTHERN COLLEGE 

Mr. Wright. Thank you, sir. We appreciate, Mr. Chairman, the 
opportunity to submit testimony before the Joint Economic Com- 
mittee on the subject of rural health. 

In this statement, you will hear some alarming statistics which 
characterize a very severe and critical situation in rural America. 
My hope is that this testimony will be meaningful to you as you 
address these health problems of rural America and look to solu- 
tions. In my view, rural needs are head and shoulders above those 
of urban areas and require special attention. 

What I would like to do today is very briefly present evidence 
and build a case that rural Americans are at a health risk; that 
there are only partial explanations for the poor health of rural 
residents, and that adequate resources to provide care are not 
available. I will also make several brief general recommendations 
if this is appropriate. 

Senator Abdnor. Fine. Let me say, the whole material will be 
made a part of the record. 

Mr. Wright. Good, thank you, I am summarizing here. 

Senator Abdnor. Fine. 



ERIC 



so 



86 



Mr. Wright. Rural areas of this country have been described as 
health disaster areas, a description that seems totally foreign to 
the modern view of clean air and good living in the country. 

It seems unreasonable that this would be the case. However, 
recent scientific studies reveal surprising evidence that substanti- 
ates the view that a true health disaster exists in rural areas of 
this country. There is much recent evidence from studies in States 
such as my own in Georgia that rural residents suffer from a heavy 
burden of chronic diseases. 

A comparative study of 1979 rural mortality found that rural 
death rates are higher than urban death rates. In fact, the crude 
death rate was 29 percent higher; the stroke death rate was 56 per- 
cent higher; and motor vehicular accidental death 83 percent 
higher than the urban rates. 

Senator Abdnor. Is this for the Nation, or Georgia? 

Mr. Wright. This is Georgia, but there are some comparable na- 
tional figures I will give you in just a second. 

In Georgia, this actually worked out to 212 more deaths per 
100,000 population than the urban areas. So, this large difference 
was certainly unexpected and could not have been predicted. 

Nationally, there has been recognition that rural populations are 
also vulnerable to a higher incidence of modern and chronic dis- 
eases. Recent studies have reported higher infant mortality and 
maternal mortality rates in rural areas, and some have reported 
higher crude death rates, as we found in Georgia. Rough calcula- 
tions of vital statistical data revealed a total crude death rate in 
nonmetropolitan America 13 percent higher than the metropolitan 
rate. 

By cause of death, there were several areas that we looked at in 
these rough calculations. Stroke deaths were 31 percent higher; ar- 
teriosclerosis, 34 percent higher; motor vehicular accidents, again, 
68 percent higher— this is national— than the metropolitan rates. 
The 85 years and older group had a rural death rate 33 percent 
higher than the corresponding urban rate. 

This phenomenon of a higher rural death rate is a relatively 
recent one. During the first days of modern public health, cities 
were known as very unhealthy places to live, due primarily to the 
infectious disease problems that cities had. In the decade of the 
1950's, the urban death rate was actually higher than the rural 
death rate. That the relationship between ruial and urban death 
rates has changed is simply astounding to me. 

Now, just a brief word about the demographics of rural America 
as it relates to health. As you know, the demography of an area 
and the level of health are very much related. Son e factors that 
tend to have a negative effect on health are a high percentage of 
elderly, a high poverty rate, inadequate housing, and a high 
median age. 

Well, as you know, rural America has all of these. However, 
there may be more at work than just demographics in creating this 
picture of poor health that we have of rural people, and this is part 
of the mystery. 

Another health problem in rural America is the critical shortage 
of health care professionals. There are simply not enough doctors, 
nurses, and other health care professionals to go around. This rural 
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manpower shortage affects the rural population more than just by 
making health care inconvenient. I believe that it directly relates 
to the lowering of the level of the health of the population in rural 
areas— not necessarily in urban but certainly in rural areas. 

Now briefly, the data show that metropolitan areas have more 
than twice the number of physicians to population than nonmetro 
areas. There are approximately 60 percent more dentists; 60 per- 
cent more registered nurses; 250 percent more podiatrists. Speech 
pathologists, respiratory therapists, physical therapists— the list 
goes on and on— are much less available in rural America. 

In a recent study in my home State we found that of the 13 pro- 
fessions studied, only optometrists had a higher nonmetro rate. 
Perhaps in rural America we have better eyes, but I am a little 
worried about our other parts. 

Let us seriously look at this snapshot that we have just de- 
scribed. We have a sicker rural population which is poor and older 
and has a higher mortality rate. And yet, has much fewer health 
care professionals to provide care for those people than in urban 
areas. This is the worst possible combination of variables and one 
apout which we are very concerned. 

The economic outlook in rural America depends on a number of 
factors, but perhaps the most important is the human or people re- 
source. Without a healthy population capable of providing the 
brain power and the muscle power needed, any system would floun- 
der. Certainly, this is true for rural America where there appears 
to be a number of health and disability problems. A healthy, vi- 
brant population is needed if rural America is to ever reach its eco- 
nomic and production potential. 

Now, I have several brief recommendations, and I will mention 
those and shorten the presentation. 

One, at least in the short run, continue Federal rural health care 
delivery programs such as the National Health Service Corps Pro- 
gram and Rural Health Initiatives. 

Two, continue and expand financial support for rural targeted 
health professional education programs as a primary strategy to 
get rural professionals into rural areas. 

Three, expand support for research which investigates problems 
relating to the rural setting such as stroke and rural accidents. 
You may have heard yesterday that the National Academy of Sci- 
ences said that only 2 percent of the research money looks at acci- 
dents. 

Two rural occupations, farming and mining, have the highest on- 
the-job death rates, 52 and 50 deaths per 100,000. Accidents, motor 
vehicular accidents— you have heard 68 percent nationally, 83 per- 
cent in Georgia more than urban death rates. It is a tremendous 
problem and needs attention. 

Four, establish a focus for rural health within the Federal Gov- 
ernment Currently, many health problems fall between the cracks 
of our Federal bureaucracy; we have health and rural, but we do 
not have the two brought together. 

Five, continue and expand the emphasis on primary care. What 
this country needs is fewer heart transplants and more prenatal 
care. In this day of limited resources we must begin to emphasize 
basic preventive care and get away from our fascination with high- 
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cost, low-impact procedures. For the cost of a typical heart trans- 
plant which has been estimated to be $94,000 for the first year, 
almost 171 pregnant women in Georgia could receive Medicaid pre- 
natal physician care and delivery services. 

Let us look at it from another angle. If we only had $94,000 to 
spend cn either of these procedures, how would we spend it? I am 
convinced that there is more gain and worth in giving just one 
mother prenatal care and increasing the likelihood of a healthy 
baby than in a heart transplant. A sick or mentally deficient baby 
can cost society a great deal over its full life. Multiply this effect 
times 131 for a true comparison. 

It is my belief that rural America needs basic primary care more 
than the high-cost, high-technology care. In so many areas, the pop- 
ulation does not even have access to this basic care, and low-cost 
primary care can have a dramatic effect on the health of rural pop- 
ulations. 

In summary, you have seen that rural America is truly a health 
disadvantaged population. There is a high mortality rate from a 
number of causes, including strokes, flu, pneumonia, accidents, and 
so on. The rural population is older and poorer, which aggravates 
the situation measurably. There are severe maldistribution prob- 
lems in practically all health professions, resulting in massive ac- 
cessibility barriers throughout rural America. A population with 
poor health and yet shortages in all types of health professions is 
the worst possible situation. 

I believe that the effect of th^se health problems on the rural 
economy is significant. 

I will be glad to respond to any questions. 

[The prepared statement of Mr. Wright, together with attach- 
ments, follows:] 
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Pec arid Statement of J. Stephen Wright 



fcr. Chairman, thank you for this opportunity to submit testimony to the 



will hear alarming health statistics which characterize a very severe and 
critical situation 1n rural America. Hy hope 1s that this testimony will be 
meaningful to you as you address the health problems of rural Americans and 
seek solutions. In my view, the rural needs are head and shoulders above urban 
health problems and require your special attention. 

It should be noted that the views expressed herein are my personal views 
and do not necessarily represent those of the American Rural Health Associa- 
tion. However, I believe that much of this testimony would be consistent with 
that collective perspective. 

What I would Hke to do today 1s to present evidence and build the case 
that rural Americans are at a health risk; that there are some partial explana- 
tions for the poorer health of rural residents; and, that adequate resources 
to provide care are not available. I also will make several recommendations 
which relate to increasing rural health manpower and other concerns of rural 
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Rural 'areas- of this country have been described as "health disaster areas" 
—a description which seems totally foreign to the modem view of rural living. 
Is 1t not true that the clean air and good living 1n the country cause residents 
to be healthier and to live longer? It serans unreasonable that this would not 
be the case. While this may not be totally untrue, statistical evidence suggests 
that equating ruralness with good health is a myth. Recent scientific studies 
reveal surprising evidence that substantiates the view that a true "health dis- 
aster" exists 1n rural areas 1n this country. 
High Rural Death Rates 

There 1s much recent evidence from studies In such states as my own, 
Georgia, that rural residents suffer from a heavy burden of chronic diseases. 1 " 3 
A comparative study of 1979 mortality 1n rural and urban areas of Georgia reveal- 
ed much higher rural death rates. 1 The crude death rate 1n rural Georgia was 
29% higher than 1n urban Georgia. In a comparison of actual death rates, there 
were 212 more rural deaths per 100,000 population than urban deaths. The large 
difference was certainly unexpected and could not have been predicted. 

The Investigators analyzed the mortality data by specific cause of death 
and again found a heavy burden of rural death. 1 Of the 13 most frequent causes, 
9 categories had significantly more deaths 1n rural areas than expected. Only 
homicide was significantly higher 1n urban counties. By specific cause of death, 
the rural rate for stroke was 56X higher than the urban rate, for heart disease 
39% higher, for urinary-related diseases 53X, for motor vehicle accidents 83X 
higher, and for respiratory-related diseases 26X higher than the urban rates. 
Most of these differences persisted when age-race adjustments were made. 

Mortality was found to be Inversely related to the size of the county 
population. The death rate actually Increased significantly as the county 
population decreased revealing that the larger counties had the lowest death 
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rates and the smaller counties had the highest. Significantly higher rural 
death rates have been confirmed 1n a more recent stu<Jy of rural and urban county 
death rates 1n Georgia. 3 

Nationally, there h&i been a recognition that rural populations are vulner- 
able to a high Incidence of modern chronic diseases, because they are poorer, 
less educated, and older. Recent studies have reported higher infant and 
maternal mortality rates 1n rural areas, 4,5 and some have reported higher crude 
(from all causes) death rates. 6 " 8 Rough calculations of vital statistics data 
reveal that the total crude death rate 1n nonmetropolltan America 1s 13X higher 
than the metropolitan rate. 9 By cause of death 1n rural areas, stroke deaths 
are 31X higher, arteriosclerosis deaths are 3« 1gher, and motor vehicle acci- 
dent deaths are 68X higher than metropolitan rates. The rural elderly had death 
rates considerably higher than the urban. For example, the 85 years and older 
group had a rural death rate 38X higher than the corresponding urban rate. 10 
The phenomenon of a higher rural death rate 1s a relatively recent one. 
Urbanization had long been recognized as being associated with higher death rates 
while rural Hvlng was regarded by many as part of the "good Hfe\ This . - 
acterlzatlon of cities as unhealthy places probably came about 1n the first days 
of modern public health care practice when Inhabitants of urban areas were 
particularly vulnerable to the great epidemic diseases which were then the lead- 
ing causes of death. 11 Higher death rates 1n urban areas have also been demon- 
strated for coronary heart disease, 12 " 14 deaths from all causes 14 ' 15 and particu- 
larly from cancer. 16 " 20 

In Georgia, the higher rural death rate 1s aUo a dramatic departure from 
historical trends. In the o. 2de of the 1950s, the urban death rate was actually 
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higher than the rural. 21 For whites 45-64 years of age, the urban rate was 12X 
higher than the rural. Coronary heart disease contributed much to this situation 
with an urban death rate 30X higher than the rural. That the relationship between 
rural and urban mortality has completely reversed 1n only 20 years 1s astounding. 
The People of Rural America 

The demography of an area is very much related to the health of its 
residents. Some factors that tend to have a negative effect on health are a 
high percentage of elderly, a high poverty rate, Inadequate housing, and a high 
median age. 

Age 

In 1082, rural America had relatively more elderly people than urban 
Amartra. 22 The non-metro areas had 11.4 percent of its residents 65 years and 
older compared to only 9.2 for urban America. The median age for metro America 
was 30.5 years versus 30.9 years for non-metro. 

Income 

Rural Americans are poorer economically than urban Americans. In 1982, 
the percentage of non-metro population in poverty was 17.8% versus 13.7X for 
metro. 22 In the same year 18X of the non-metr> elderly were below the poverty 
level as compared to 12.6X of the metro elderly. 

Part of the nigher non-metro mortality rate can then be attributed to the 
effect of the older and poorer population in non-metro America. 

Shortages of Health Professionals 

In rural America, there is a critical shortage of health care professionals. 
There are simply not enough doctors, nurses, and other health professionals tc 
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go around. This rural manpower shortage affects the rural population more than 
just by making health care Inconvenient. I believe that 1t directly relates to 
the lowering of the level of the rural population's health. With this in mind, 
let's look at tne data on the distribution of health professionals. 

The vast majority of the health manpower data analyzed for rural America 
deals with physicians. Metropolitan areas have more than twice the number of 
phys1dans-to-populat1on than nonmetro areas. 23 in metropolitan counties, there 
are more than five times the rate of hospital -based physicians and almost twice 
the rate of office-based physicians than in non-metro counties. 

Other heaVh professions also demonstrate geographic maldistribution problems. 
There are approximately 60% more dentists and registered nurses 1r. metro than 
nonmetro areas and 250X more podiatrists. 24 

Allied health professionals are also available 1n much smaller numbers in 
the rural areas. Speech-language pathologists, respiratory therapists, physical 
therapists, dental hyglenists, occupational therapists, and many others are much 
less available In rural America. 24 A recent study in my home state will be used 
to Illustrate the wide gap between urban and rural. 25 Metro Georgia had more 
than four times the rate of psychologists, three and a half times the rate of 
occupational therapists, and more than twice the rate of opticians, physical 
therapists, and podiatrists than did nonmetro Georgia. Of the 13 professions 
studied, only optometrists had a higher nonmetro rate. Perhaps 1n rural America 
we have the better eyes, but all of our other parts seem to be in trouble. 

Let's seriously look at the situation that we've just described. We have 
a sicker rural population which is poorer and older and has a higher mortality 
rate (to illustrate this, we can look again at the example of Georgia where on 
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an adjusted basis, 13 more people die dally in rural counties .than 1n urban— 
or a total of 4567 for the year). Obviously, with a population as sick as this 
cne, a considerable amount of health care 1s needed. It follows then that there 
1s a much greater need for health professionals 1n rural America than 1n urban. 
Yet, 1n reality, 1t appears that the reverse is true because urban America has 
the whale's share of the health professionals. The rural health manpower short- 
age compounds an already bad situation. 

Impact on Rural America 

The economic outlook in rural America depends on a number of factors but 
perhaps the most Important 1s the human or people resource. Without a healthy 
population capable of providing the brain power and muscle power needed, any 
system would flounder. Certainly this 1s true 1n rural America where there 
appears to be a number of health and disability problems. A healthy, vibrant 
population is needed if rural America is to ever reach 1t economic and produc- 
tion potential. 
Recommendations 

What steps are needed in terms of health to move rural America closer to 
Its full potential: The following recommendations &rs made as suggestions to 
deal with our rural health problems. 

i. At least in the short-run, continue federal rural hea lth care delivery 
programs . 

Certainly, I woul^ -ecommend continuing the National Health Service Corps 
and the federal health care programs such as the Rural Health Initiative. Al- 
though, I look at these as being short-term solutions 1n most cases, there 1s 
still a great need in many rural areas which would otherwise go unmet. 
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2 « Continue and expand financial support for rural -targeted health 
professional education programs . 

We will always have geographic areas where federal health care ii needed 
but I'm convinced that in most situations there's a better way and I believe 
a cheaper way in the long-run. And that 1s to target health manpower education- 
al programs to the rural setting. The strategy 1s to develop these programs so 
that their graduates will be more likely to choose a rural practice setting and 
more likr.iy to stay there. 

I believe that the rcost effective way to deal with the problem of rural 
manpower shortages is to develop more of these rural -oriented educational pro- 
grams. Unfortunately, the vast majority of our existing institutions are urban- 
oriented. Because most health professions education programs are located in 

populated areas, the base of operation and practice has been predominately 
26 

urban. The students live, learn and work in an urban environment. The 
educational program is based on the metropolitan model of high volume care with 
ve»y sophisticated support facilities, personnel and equipment. Consultation 
is readily available from a number of specialists and from colleagues in a 
number of fields. The most recent literature and means to access it are 
generally available. Faculty in such programs instill in the students, per- 
haps not always by design, a sense that the urban medical setting is the "very 
best" and the mark for which they should strive. The concept of quality of care 
begins to become enmeshed within the fabric of the urban institution. The 
student learns to equate quality of care with degree of urbanization of the 
particular health care situation. 

High quality care can certainly be available in the urban tertiary centers 
but it may just as well be found in the small rural hospital or other rural 
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setting. The ruralness of the setting in itself has no direct effect on the 

27 

quality of care. In fact, were it not for the manpower shortages and the 
lack of available professional continuing education, perhaps the best care 
would be avail -Me in the rural setting. Unfortunately, the main stream of 
our health professional schools have a tradition which perhaps sublimlnally, 
encourages its students to reject the rural and places the premium on the 
urban, tertiary center. 

These rural -targeted programs should include the following four strategies: 
A. Recruit rural -reared students— Many studies of choice of practice 
settings by physicians and other health professionals have indicated that individ- 
uals reared in rural areas favor the rural practice site. For example* Heald 

28 

et al. found that rural-reared physicians are three times more likely to 

29 

practice in a rural area than are urban-reared physicians. Philips et al. 
found that 85% of the allied health graduates in the south Texas region return- 
ed to work in the area of previous residence. It has been demonstrated repeat- 
edly that health professionals who grew up in small towns are more likely to 
practice in small towns. 30 " 34 

6. Train students in the rural^ setting— The location of the educational 
program appears to be a major factor in the student's selection of a practice 

31 

site. For example, research on physician location suggests that the location 
of residency training is associated with practice site selection (even more so 



than medical school location). Similarly, studies show that students who grad- 

26 

uate from urban-based programs tend to remain in the metropolitan area. In 
fact, graduates from any program tend to live and work reasonably close to their 

35 

educational program. Because most health professions education programs are 
located in urban settings, graduates have tended to stay In these urban locations. 
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C, Include Instruction on the rural setting and rural practice—For 
programs targeted to rural are&s, preparing the student for the rural experience 
should be a major objective of the curriculum. 

D. Assist graduates 1n finding rural practices— The educational program 
staff ccn play a very positive role by helping match-up the class of graduates 
with the available jobs. 

3 ' Expand support for rese arch which Investigates problems related to the 
rural setting . 

A much stronger research effort 1s recommended for several key areas: 

A. Cerebrovascular disease-Strokes kill rural residents at a rate 31X 
higher than the metro rate (1n Georgia 56X higher). Learning more about why 
this disease afflicts rural people to such a degree and the associated environ- 
mental /actors are very important for this population. 

B. Pattern of rural mortality-Rural Americans have a serious problem 
with high mortality rates. What 1s the mechanism, why are certain groups affect- 
ed, and why do rural patterns of mortality 1n this country tend to be different 
than urban. Answers to these questions will help us understand the factors In- 
volved 1n the disease process, leading perhaps to preventive measures and 
ultimately to a much healthier rural population, 

C. Rural health systems research-Studies of the unique problems of pro- 
viding health care in the rural environment could provide valuable Information 
which would be meaningful 1n terms of quality, accessibility, availability, 
cost, acceptability, and continuity and mix of rural health care, 

D. Rural accidents and d1sab1Hty-Two rural occupations, farming and 
mining, have the highest on-the-job death rates (52 and 50 per 100,000 population) 
of all occupations. 36 Yet, rural accidental deaths and disability arp major 
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problems which receive little recognition and even less serious attention. We 
can't afford anymore to take lightly the occupational hazards of rural work. 

4. Establish a focus for rural health within the federal g,ovenwent . 
Currently, many rural health problems fall between the cracks of the federal 

government. The Department of Health and Human Services 1s concerned about 
"health", the USDA deals with the "rural", but there 1s no agency or division 
of the federal government which has rural health as its priority. As a result, 
rural health problems have continued to grow with no national rural health 
strategy to deal with then. There 1s certainly a tremendous need for a rural 
health unit in the government. 

5. Continue and expand the emphasis on primary care . 

What this country needs is fewer heart transplants and n»/e prenatal care. 
In this day of limited resources, we must begin to emphasize basic primary/ 
preventive care and get away from our fascination with high cost, low Impact 
procedures. For the cost of a typical heart transplant (first year costs— 
$94,000) 37 , almost 171 pregnant women 1n Georgia could receive Medicaid prenatal 
physician care and delivery services. Let's look at It another way— 1f we only 
had $94,000 to spend oneitherof these procedures, how would we spend It. I'm 
convinced that there is more gain and worth in giving just one mother prenatal 
care and increasing the likelihood of a healthy baby, than in the heart trans- 
plant. A sick or mentally deficient b # can cost society a great deal during 
its lifetime. Multiply this effect times 171 for a *rue comparison. 

It is my belief that rural America needs basic primary care more than the 
high cost, high technology care. In so many rural areas, the population does 
not even have access to that basic care. If several physicians or nurse 
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practitioners were added to a rural manpower shortage area, a drtmatlc upturn 
1n the health status of the population would likely occur. This 1s unlike the 
effect of adding health professionals to a metro area where there would probably 
be no change In the population's health status. So, low cost primary care can 
have a dramatic effect 1n the rural setting. 

Summary 

In summary, rural America has a "health disadvantaged" population. There 
is a high mortality rate from a number of causes Including strokes, arterio- 
sclerosis, flu and pneumonia, and accidents. The rural population 1s older and 
poorer, which aggravates the situation measurably. There are severe maldistribu- 
tion problems In p-actlcally all health professions, resulting in passive ac eess- 
Iblllty barriers throughout rural America. A population with poor health and yet 
shortages in all types of health professions Is the worst possible situation. 

The effect of these rural health problems on the rural economy Is signif- 
icant. The recommendations which are made are designed to focus attention to 
the problems, Increase rural health manpower, expand rural health research, and 
encourage an emphasis on primary care, which Is 1n short supply and yet most 
needed in rural America. 
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A Comparative Analysis of Rural and 
Uroan Mortality in Georgia, 1979 

J. Stephen Wright, Ph.D./ 

Francois Champagne, Ph.D.,t 

C. E. Alan Dever, Ph.D.,* and Frank C. Clark, Ph.D.* 



TW» P*f*T examine* the relationship between mortality and ruralness in the state of 
Georgia. In m t the mral Standardized Mortality Ruk> (SMR) for deaths from all 
causes was aJgniflcaaUy higher than expected when compared to statewide levels, 
while the urban SMR was significantly lower (p < 0.01). Of the 13 leading causes of 
death, j had rural SMJU significantly higher than expected, while only homicide had 
a fignificanUy greater urban SMR (p < 0.01). Although much of the rural/urban 
difference in overall mortality U attributed to the fact that the rural population li 
older, figure* Adjusted for age and race still reveal that the rural death rate U 
fignificanUy higher than the urban rate (p < 0,01). Furthermore, there are seven] 
spedfU differences when analysed by cause of death, age, and race that remain 
unexplained. Specific rural health problems Include congenital anomalies, motor 
vehicle and other accidents, heart disease, and cerebrovascular disease Specie 
urban health problems include homicides and cancer. 

In addition to metropolitan status, a second indicator of ruralness, county 
population size, was used to analyze the data and produced similar results. As 
lWHim^J **" InCTt ****' *• toUl niort * 1Jt y decreases, (Am J Frev Med 



Urbanization has long been recognized as being 
associated with higher death rates while rural 
living has been regarded by many as part of the 
"good life." This characterization of dries as un- 
healthy places' probably came about in the first 
days of modern public health practice when in- 
habitants of urban areas were particularly vulner- 
able to the great epidemic diseases which were 
then the leading causes of death. Higher death 
rates in urban areas have also been demonstrated 
for coronary heart disease, 2 " 4 deaths from all 
cause$,°and Particular!) for cancer.** 12 

Recently however, census data have been used 
by government agencies" and other organizations 
as evidence that most rural populations are vul- 
nerable to a high incidence of modem chronic dis- 
eases, because they are poorer, less educated, and 
older. Recent studies have reported higher infant 
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and maternal mortality rates in rural areas, 11,5 and 
some have reported higher crude (from ell causes) 
death rates. u " 1$ Although these studies indicated 
some disturbing trends, cause of death and age 
were not considered and, with the exception of 
one study, 15 no statistical testing was done. 

Although much hat been done to analyze 
health-related data and to assess the health needs 
of Georgia residents, little information is available 
on the nature and magnitude of rural health prob- 
lems in the state. In the 1950s, a study of middle- 
aged, white Georgians 1 * revealed a higher death 
rate in metropolitan areas. The death rate due to 
all causes for metropolitan whites aged 45-64 
years was 12.0 percent higher than the nonmet- 
ropolitan rate, while for coronary heart disease, 
the metropolitan rate was 29.9 percent higher. A 
later study of cardiovascular mortality revealed a 
similar pattern, although the difference* between 
metropolitan and nonmetropolitan rales had di- 
minished. 20 

The importance of determining the health status 
of rural as opposed to urban populations relates to 
the allocation of health resources and the need and 
demand for those resources. There may be factors 
affecting health status which stem from the rural- 
ness or metropolitan character of & geographic 
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area The purpose of our study was to determine 
the relationship between mortality and ruralness 
in Georgia. 

METHODS 

Indicators of Ruralness 

Two indicators of ruralness were used in this 
study. Counties of residence at time of death were 
first defined as either urban or rural Counties des- 
ignated by the U.S. Bureau of the Census as Stan- 
dard Metropolitan Statistical Areas (SN1SA) were 
defined as urban and the remaining non-Standard 
Metropolitan Statistical Area (non-SMSA) counties 
were defned as rural. The SMS A classification by 
the Bureau of the Census is based on the size of 
the population and the "metropolitan character of 
outlying counties." 21 * 22 

The second indicator used was the size of 'he 
county population. The 159 countries of Georgia 
were assigned »o eight groups according to their 
total population The first group contained coun- 
ties with populations of 0-9.999. the second group 
counties of 10,000-19,999, and so on to the final 
group of 70,000 and greater. 

Source of Data 

Mortality was selected as the health status indi- 
cator to be studied pnmar ly because the data are 
comprehensive, comparable, and readily available. 
Mortality data were obtained from the Georgia De- 
partment of Human Resources for the calendar 
year of 1979. The civilian, noninstttutional popu- 
lation data used were 1?79 estimates obtained from 
the Georgia Office of Planning and Budget. This 
office is the official source of population statistics 
recognized by the Georgia State Health Planning 
Agency The classification of counties as SMSA or 
non-SMSA was obtained from the U S. Bureau of 
the Census. 

Statistical Methods 

Rural and urban mortality rates were analyzed to 
determine the relative differences in rates and the 
magnitude of those differences. Thirteen of the 
leading causes of death in Georgia and deaths 
from all causes were studied. In order to account 
for age, the following four age groups were estab- 
lished: 0-14 ye*rs, 15-44 years* 45- 64 years, and 
65 years and over. In addition, infant mortality 
was studied Race of the subjects was considered 
by establishing two subgroups, white and black. 
The black race designation was used for all non- 



white residents since nonblack minorities com- 
posed only a small part of the total population (less 
than 1 percent). In order to maintain statistical rel- 
evance, any age, race, rural, or urban cell with less 
than 30 deaths was eliminated. 

Rural and urban age-specific,- race-specific, and 
age-race specific death rates from all causes were 
compared and the significance of differences was 
tested using the ratio (R) for two independent 
rates. 23 - 24 Age-race adjusted death rates for all 
causes were calculated using the direct method of 
adjustment and the pooled population (that is the 
state of Georgia population) as the standard pop- 
ulation. 

Standardized mortality ratios (SMRs)— the 
number of observed deaths divided by the number 
of expected deaths and multiplied by 100— again 
with the state of Georgia as the standard, .were also 
used for statistical comparisons of deaths from all 
causes as well as from the 13 leading causes of 
death in Georgia. The significance bf the SMRs 
was computed using an approximation of the stan- 
dard error^^and assuming a Poisson distribu-. 
turn. 25 Age-race specific SMRs for deaths from the 
13 leading causes were also calculated. 

Finally, the relationship between county popu- 
lation size and mortality was examined using 
SMRs, which were computed for the 13 leading- 
causes of death and for total deaths for each of the 
eight groups of counties The significance of the 
SMR of each group of counties was then deter* 
mined. 

RESULTS 

Rural versus Urban Counties 

A total of 42,758 resident deaths were reported in 
Georgia in 1979 from all causes. The distnbution 
of deaths and population by rural (non-SM5/ ) ?nd 
urban (SMSA) area, age, and race, as well as the 
ratios of rural over urban rates and the significance 
level of the difference between rates are presented 
in Table 1. 

The state's crude death rate was 830.1/100,000 
population. The rate for urban counties was 740.0/ 
100,000 population and for rural a>unties 952.3/ 
100,000 population, or 28.7 percent greater than 
the urban rate. This difference is statistically sig- 
nificant (p < 0.01). Although these crude death 
rates have limited meaning, they do have value in 
illustrating the relative size of the burden of illness 
and death in the rural counties. 

The rural mortality rate is significantly higher (p 
< 0.01) than the urban mortality rate for both 
whites and blacks, although the difference is much 
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Table 1. Urban and rural mortality by age and race In Georgia, 1979 
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greater for whites (39 percent versus 5 percent). 
Mortality rates are significantly higher in rural 
areas for all age groups, except the oldest age 
group (65 and over), for which the rate is signifi- 
cantly higher in urban areas. There seems to be an 
almost linear pattern between the extent of the dif- 
ference between urban and rural areas and age, 
the differences gradually diminishing with age 
(from 26 percent to 16 percent to 1 1 percent higher 
to 3 percent lower in rural areas than in urban 
areas). When considering specific age-race groups, 
all white age groups with the exceptiun of the 
group 65 years and over had significantly higher 
rates in rural counties than in urban counties. The 
rates for the 65 and over group are 2 percent lower 
in rural areas, but that difference is not significant. 
In the black groups, the only significant difference 
was found in the ulder group for whom the urban 
death rate is significantly higher than the rural 
rate. The linear age pattern is, however, present 
in both race groups. 

As for SMRs, the rural mortality was signifi- 
cantly above what could be expected, and the 
urban mortality was significantly below (both p < 
0.01). When the population is categorized into age 
groups, the rural groups, aged 0-14 years, 15-44 
years, and 45-64 years, had mortality significantly 
above (p < 0.01) the expected while the converse 
was found in the urban counties (Table 2). In the 
over 65 groups, no significant differences were de- 
tected for either the rural or urban gruup. 

This pattern also applies when whites only are 
considered. In the black groups, however, the only 
significant differences were in the gruup 65 years 



and over for whom the urban SMR was signifi- 
cantly above the expected while the rural SMR was 
below (both p < 0.01). Table 2 summarizes the 
above results. 

In order to better understand these results and 
to reveal more about the rural versus urban statis- 
tics, evaluations were made of mortality by the 
specific causes of death. The 13 most frequent 
causes of death were selected for analysis; they 
accounted for 39,996 deaths, or 94 percent of the 
42,758 deaths in the state. Rural and urban SMRs 
are presented in Table 3. 

Nine of the top 13 causes were responsible for 
significantly more deaths in rural counties than ex- 
pected and significantly fewer in urban counties. 
Homicide was the only cause of death listed in 
which the SMR was significantly higher in urban 
counties and lower in rural counties than ex- 
pected. There were no significant differences be- 
tween ubserved and expected SMRs for three 
causes (digestive- related, cungenital, and suicide). 
The causes of death with the greatest differences 
between rural and urban mortality rates (all higher 
in rural counties) were motor vehicle accidents (83 
percent), cerebrovascular disease (56 percent), and 
urinary-related (53 psreent). 

The top 13 causes of death were also studied in 
relation to age and race. SMRs were calculated for 
rural and u r ban Georgia by cau^of death, by race, 
and by age group. Table 4 presents the age-race 
specific gruups with significant differences. Heart 
disease is higher than expected in rural counties 
for whites aged 45-64 years and lower than ex- 
pected in urban counties fur whites uver age 44. 
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Table 2. Summary of findings on mortality from all causes 







Significance of SMR 


Significantly 


Age group 


Race 


Urban 


Rural 


higher rale 


0-14 


While 


Below 


Above 


Rural 




Black 


NSD 


NSD 


NSD 




All 


Below 


Above 


Rural 


15-44 


White 


Below 


Above 


Rural 




Black 


NSD 


NSD 


NSD 




Ail 


Below 


Above 


Rural 


45-64 


White 


Below 


Above 


Rural 




Black 


NSD 


NSD 


NSD 




All 


Below 


Above 


Rural 


65 and over 


White 


NSD 


NSD 


NSD 




Black 


Above 


Below 


Urban 




Aii 


NSD 


NSD 


Urban 


All 


White 


Below 


Above 


Rural 




Black 


NSD 


NSD 


Rural 




Ail 


Below 


Above 


Rural 



NSD— No significant difference 
SMR —Standardized mortality ratio 



Cerebrovascular disease is higher than expected in 
rural counties aid lower than expected in urban 
counties for whites 45-64 and blacks over 64. 
Motor vehicle accidents are higher than expected 
in rural counties and lower in urban counties for 
whites of all ages and blacks 15-44. Other acci- 
dents follow the same pattern for whites 15-44 
Deaths related to congenital anomalies are higher 
than expected in rural counties for whites 15-44. 
Cancer deaths are higher than expected in urban 
counties and lower than e. peeled in rural counties 
for both whites and blacks over 64 Homicide for 
blacks 15-44 follows the same pattern, while 
digestive-related deaths in the same group are 
lower than expected in rural counties. Tsble 5 sum* 



marizes these findings by showing the age-race 
specific significant problems. 

The infant mortality rate for rural counties is not 
significantly different than the rate for urban court* 
ties. The SMRs for total infant deaths and for 
blacks and whites revealed that neither rural nor 
urban mortality was significantly different from 
the expected values 

Size of County Population 

Standardized mortality ratios which were calcu* 
lated for deaths due to all causes for the eight pop- 
ulation-based groups of counties are presented in 
Table 6 and illustrated in Figure 1. 



Table 3. Standardized mortality ratios for the 13 leac.ng causes of death in Georgia* 1979 







Number 




SMR 


Ratio of 


Cause of death 


International code 


of deaths 


Urban 


Rural 


SMRs' 


Heart disease 


390-398:401-405. 410-429 


15,676 


85.70 4 


119.39* 


1.39 


Cancer 


140-165, 170-175, 179-208 


7,868 


93 68* 


108.50* 


1.16 


Cerebrovascular disease 


430-438 


4,600 


80.78* 


126.06* 


1.56 


Respiratory related 


460-519 


2,610 


89.98* 


113.56* 


1.26 


Motor vehicle accidents 


810-825 


1,830 


74.05* 


135.18* 


1.83 


Digestive- related 


530-579 


1,638 


97 35 


103.56 


1.06 (NSD) 


Other accidents 


800-807; 826-949 


1,246 


92.44* 


11087* 


1.20 


Other circulatory 


440-459 


990 


90.36* 


U3.04* 


1.25 


Endocrine* related 


240-259, 270- 279 


977 


89.97* 


113.57* 


1.26 


Homicide 


960-969 


844 


113.99* 


80.93* 


0.71 


Un nary-related 


580-599 


671 


81.54' 


125.1V 


1.53 


Suicide 


950-959 


659 


99.41 


100 85 


1.01 (NSD) 


Congenital anomalies 


740-759 


387 


93 40 


109 03 


1.17 (NSD) 


TOTAL 




39,996 


89.14* 


114.72* 


1.29 


ALL 




42,758 









' p < 0 01 
»p <005 

' Rural SUR/Uifcan SMR 
NSD— No Mgnificani diffcrvner 
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Table 4. Ago race specific group, with standardised mortality ratio significantly different than expected 



Cause of death 



Race 



Heart disease 
Cerebrovascular disease 
Motor vehicle accident 



Other accidents 
Tongenital anomalies 
Digestive-related 
Cancer 



Homicide 



White 
White 

White 
Black 

White 



Black 

White 

White 

Black 

White 
Black 

Black 



Age group 


Number of deaths 




SMR* 


Urban 


Rural 


Urban 


Rural 


45-64 
65 & over 


1.477 
3.911 


1.317 
4.510 


92.30- 
96.90* 


110.31* 
NSD 


45-64 
65 & over 


178 
436 


200 
574 


82.22* 
87.25- 


123.82* 
11Z48* 


0-14 
15-44 
45-64 
65 & over 
15-44 


51 
426 
94 
52 
83 


66 
492 
160 

vn 

141 


7387* 
76.44' 
64.62' 
70.00* 
64.44* 


137.6? 
136.39* 
147.42- 
127.61* 
148.11' 


15-44 


134 


130 


83.61' 


125.31' 


15-44 


21 


33 


c 


155.S2* 


15-44 


88 


40 


NSD 


73.00* 


65 & over 
65 & over 


1.702 
582 


1.637 
443 


106.17* 
113.02" 


94.15- 
87.24* 


15-44 


253 


116 


119.23* 


73.96* 



*p<005 



SMR not calculated as there were only 21 deaths 
NSD— No significant difference 
SMR— Standardized mortality ratio 



in this group. 



The SMRs of the four county groups with 
smaller populations were significantly above the 
expected/and the two larger population groupings 
were significantly below (p < 0.01). There were no 
significant differences found with the SMRs of the 
two more central county groupings (population 
40.000-49,999 and 50.000-59.999). A linear config- 
uration seems to illustrate the relationship be* 
tween population size and mortality, indicating 



that as the county population decreases, the death 
rate increases. 

Analysis of SMRs by cause of death by county 
population grouping yielded much the same Re- 
sults. With few exceptions, county groups in the 
smaller population range had significantly higher 
SMRs and those Jn larger county groups had sig- 
nificantly lower SMRs. The SMRs for homicides 
tended to be the converse, as was the case when 



Table 5. Significant problems (higher than expected mortality rate) by 
age-race specific groups 



Age group 


Race 


0-14 


White 




BUcK 


15-44 


White 




Black 


45-64 


White 




Black 


65 & over 


White 




Black 



All 



Rural 



Motor vehicle accidents 

Motor vehicle accidents, other 
accidents, congenital anoma* 
lies 

Motor vehicle accidents 

Heart disease, cerebrovascular 
disease, motor vehicle acci- 
dents 



Motor vehicle accidents 
Cerebrovascular disease 

Heart disease, cancer, cere- 
brovascular disease, resptra* 
lory- related, motor vehlde ac- 
cidents, other accidents, other 
circulatory, endocrine-related, 
unnary-related. 



Urban 



Homicide 



Cancer 
Cancer 

Homicide 
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Table 6. Standardized mortality ratios for all causes of death by county population 





0-W9 


It'rtfc- 


33UXJ. 
29,999 


jocuo- 
39.999 


40.0U0- 
49.999 


50.0UO- 
59999 


to.uuu- 

69,999 


*70V000 




55 




M 


II 


4 


3 


3 


13 


ToUl 




721*7 


3*S.«7I 


505.279 


182,424 


161.M3 


206.437 


Ulf.742 


VgmSrt o. 
%Jo>tht 


3.700 




3.M4 


4.393 


1.491 




1-479 


19.554 


SMK 




120 71 


11064 


104 74 


97 80 


102 20 


86-31 


99 95 


SMR 

dilKTCfKT* 






Ifcfthcf 




NSO 


KSO 






p "» V0i 



\<0-\# v<n^<ir>4 dVimw* 



using the metropolitan status as the indicator of 
ruralness. 

DISCUSSION 

The high rural death rate fcr all causes, which is 
28 7 percent higher than the urban rate, is defi- 
nitely influenced by the age of the rural popula* 
tion The rural population aged 65 years and over 
is U 76 percent of the total rural population, as 
compared to 8.U percent for the urban popula- 
tion In actual numbers, this represents a differ- 
ence of 16,639 more citizens 65 and over in the 
rural population The distribution of race is mere 
equal: 26 3 percent of blacks in the urban counties 
versus 28 6 percent In the rural counties. When the 
death rate from all causes is adjusted for race and 
age. the difference decreases to a very large extent, 
but the rate is still significantly higher (p < 0 01) 
in the rural counties than in the urban counties 
(846 I versus 821 6/100,000) Furthermore, as al- 
ready seen, Miei: are many differences between 



SiwtncMi tmt««t (r«.01> 
' to Siwimcmi t\tnm*a 



I 10 W- » WO 50,000 » 000- SJ.300- W.000- K 000- 

%*n ,1 w * ya nm h.w m.w * 

fj iN i«i t J ±>tiiHiLttiwti muiltihlif mints iAhm'v/ In/ 
County *tzc, Givr$ta, 1979 



rural and urban areas within specific age-race 
groups. 

A most interesting finding is the almost linear 
relationship between age and the extent of the dif- 
ference between urban and rural mortality. Rural 
mortality is much higher than urban mortality in 
the younger age group, but the difference de- 
creases with age. For whites aged 0-14 years, the 
rate for deaths due to all causes is higher in rural 
areas. These excess deaths are due primarily to 
motor vehicle accidents. The higher infant mor- 
tality rate in rural counties contributes to the ex- 
cess deaths in the 0-14 age group although the 
rural/urban infant mortality rate difference is not 
significant. 

The mortality rate is also higher in rural areas 
for whites aged 15-44 years, resulting once again 
from motor vehicle accidents, congenital anoma- 
lies, and other accidents. Motor vehicle accidents* 
also cause excess deaths in the rural, black group 
of the same age. However, there are excess deaths 
from homicide among this same group (blacks 
aged 15-44 years) in urban counties. 

Whites aged 45 -64 years living in rural counties 
also have a higher overall death rate than their 
counterparts in the city. Motor vehicle accidents 
once again account for some of these additional 
deaths as do heart disease and cerebrovascular dis- 
ease. This higher death rate frnm heart disease and 
cerebrovascular disease in the 45-64 age group 
contrasts with the findings of Cover, 2 Enterhne et 
al , 4 Sauer et al., 1 * and more recently Moriyama et 
al. 1 It is, however, consistent with a U.S. govern- 
ment analysis" which showed higher nonmetro- 
politan death rates from cardiovascuhr diseases in 
the Southeast 

Although the rate for deaths due to all causes 
for th»» older white population is not significantly 
different in urban and rural counties, motor ve- 
hicle accidents cause excess deaths in rural coun- 
ties, while cancer accounts U r some excess deaths 
in urban areas. In the black group aged 65 years 
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and over, the urban rale for deaths due to all 
causes is higher than the rural rate, the excess 
deaths resultirg from cancer. There are, however, 
excess deaths from cerebrovascular disease in rural 
areas This higher ra te of cancer in both whites and 
blacks over age 64 in urban areas had been re- 
ported in several studies.*' 12 Perhaps the latent ac- 
cumulative effect of cancer-causing chemicals gen- 
erally concentrated in the metropolitan environ- 
ment may explain this phenomenon. 

It should be stressed that motor vehicle acci- 
dents caused excess deaths in rural counties for all 
white age groups as well as for blacks aged 15-44 
years. The rural death rate for motor vehicle acci- 
dents for all age groups is 8$ percent higher than 
the urban rate, which is the largest difference of 
the 13 causes of death. Possible factors contrib- 
uting to the large difference could be more road- 
side obstacles and poorer roads in general in rural 
areas, and faster emergency medical service re- 
sponse and transport times in urban areas. 

No significant differences were identified by age 
and race for respiratory-related, "other circula- 
tory," endocrine-related, and urinary-related 
deaths Yet, the total respective SMRs for each 
cause of death across all ages and races was found 
to be significantly higher in the rural and lower in 
the urban counties than expected. The lower 
number of observations in the age and race groups 
contributed to the inability of the testing procedure 
to reve?l any differences in these groups. 

Analyzing the relationship of size of county pop- 
ulation to mortality provides another perspective 
on the relationships of geography and mortality 
(Figure 1). Mortality appe*. s to be inversely re- 
lated to county population size. As county popu- 
lations increased to 40.000, mortality decreases to 
the point that the SMR is not significantly different 
than expected from the state average, However, at 
populations of 60,000 and above, the mortality rate 
decreases to the point that the SMR is significantly 
below the expected Counties with populations 
under 40,000 had SMRs significantly above the ex- 
pected value, which increased as the population 
decreased 



CONCLUSION 

This investigation established a clear association 
between mortality and ruralness in Georgia An 
increase in ruralness. measured by either of two 
indicators, was accompanied by an increase in the 
mortality r.iie The rural death rate was found to 
be greater (almost 29 percent) than the urban rate. 
The difference persisted when age and race adjust- 



ments were made and, in most cases, when ana- 
lyzed by age and race subgroups. 

The difference between rural and urban death 
rates was greatest in the youngest age group, de- 
creasing in a somewhat linear pattern to the oldest, 
group which actually had a higher urban death ^ 
rate. 

When analyzed by cause of death, 9 of the 13 
most frequent causes of death had significantly 
higher rural mortality than expected. Analysis of 
age and race groups by cause of death tended to 
support these findings although there were several 
exceptions exhibiting higher urban mortality. Car- 
diovascular and cerebrovascular diseases, congen- 
ital anomalies, and accidents were prominent rural 
killers, while cancer and homicide favored selected 
metropolitan age and race groups. »° 

In terms of crude death rates, rural Georgia has 
a much larger burden of death than the urban 
areas of the state. Yet an inappropriate share of 
public and private health resources continues to 
flow to urban Georgia where it is apparently 
needed less. The finding that for the most part 
rural residents have higher death rates than met- 
ropolitan residents has broad implications for 
health planners, educators and researchers, gov- 
ernmental officials, and others involved in making 
health policy and in allocating health resources. 

Wc thank Mr Sloven Stms who prepared the program jnd 
conducted the electronic analyst* ot data ?.\d the Georgia De- 
paitimnt of Human Resouiees for nuking mortality j a u Jva ,j. 
awe L>ri«al assistance for this roearch project wa> provided 
by a a-tygia Southern College Faculty Roearch Crant. 
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An updated look is taken at the mortality of 
.rural/urban populations in the state, ' 
revealing some fascinating results. 



Mortality in Rural Georgia 

J. STEPHEN WRIGHT, Ph.D., Statesboro, and G. E. ALAN DEVER, Ph.D., M.T., Macon* 



Ms country uvrs-o really healthier than life in the 
big cuy? The typical Georgian will agree that living 
in a small (own or the country is a positive health 
factor and adds years to one's life. However, pre* 
vious research on the subject in Georgia shows 
mixed results. This question is probed in the re- 
search project presented here. An updated look is 
taken at the mortality of rural/urban populations in 
the state, revealing some fascinating results. 

Background 

The association between rural or urban residence 
and mortality is a subject of controversy. Until re- 
cently, urbanization was recognized as being associ- 
ated with high mortality rates. Cities were charac- 
terized as notoriously unhealthy places,' probably as 
a result of the great epidemics of infectious diseases 
during the first days of modern public health prac- 
tice. Higher death rates in urban areas have also been 
demonstrated for coronary heart disease, 2 " 1 deaths 
from all causes,*- 5 and particularly for cancer. 6 " 12 

Recent studies, however, have reported higher 
infant and maternity mortality rates in rural 
areas,' 14 and some have reported higher crude 
(from ail causes) death rates in rural areas.' 5 * 17 
Although these studies have indicated some disturb- 
ing trends associated with rural mortality, such fac* 
tors as cause of death and age were not considered 
and little statistical testing was done. 

In Georgia, much has been done to analyze 
health-related data and assess the health needs of 
state residents. For example, studies have been con- 
ducted by the state on the incidence of hypertension 
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in metropolitan Atlanta" and disease patterns of 
black Georgians. 19 However, with the exception of a 
limited.scope study of rural health initiative in 
Georgia. 20 little information is available on the na- 
ture and magnitude of rural health, problems. Two 
studies of mortality in Georgia in the 1950s and the 
1960s reported a higher metropolitan death rate from 
cardiovascular disease for middle-aged white 
males 21 and the general population. 22 

Methods 

Definitions and Data Source 

Two indicators of rurality were used in this study. 
Counties of residence at the time of death were first 
defined as either metropolitan or non.metropolitan. 
Those counties designated as Standard Metropolitan 
Statistical Areas (SMSA) were considered metro- 
politan (or urban) and the remaining nonstandard 
MetrorwlitanStatisticalAreas(nonSMSA)counties 
were considered no n •metropolitan (or rural) areas. 

The population density of each county, expressed 
as number of individuals per square mile, was used 
as a second : vlicator of rurality. Population per 
square mile seems to be a reasonably sound indicator 
of population density except that an underlying 
assumption is made that the population is dispersed 
over all of the area of the county. This can be 
misleading when dealing with very large counties 
with nearly all the population concentrated in one 
area. This, however, is not the case in Georgia. 

Mortality data were obtained from the Georgia 
Department of Human Resources for the calendar 
year 1979. The Georgia Office of Planning and 
Budget provided the estimates for the 2979 civilian. 
nonWnstitutional population. The classification of 
counties as SMSA or non*SMSA was obtained from 
the U.S. Bureau of the Census u 
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Statistical Methods 

Mortality rates were analyzed to determine the 
relative differences between rural and urban rates 
and the magnitude of those differences. The crude 
death rates as well as the 13 leading causes of death 
in Georgia were studied. Race and age sub-groups 
were established: while and black; 0* 14 years, 1 5-44 
years, 45-64 years, and 65-up years. All non-white 
residents were classified as black, since non-black 
minorities composed only a small part of the total 
population (less than 1%). For statistical purposes, 
any age. race-cause group with less than 30 deaths 
was eliminated. 

Rural and urban age-specifle, race-specific, and 
age-race-specific death rates from all causes were 
compared, and the significance of differences was 
tested using the ratio (R) for two independe.it 
rates. 24 - 25 Age-race adjusted death rates from all 
causes were calculated using the direct method of 
adjustment and the pooled population (i.e., the state 
of Georgia population) as the standard population. 

Standardized mortality ratios (SMRs), again with 
the state of Georgia as the standard, were alio used 
for statistical comparisons of deaths from all causes 
as well as the 13 leading causes of death in Georgia. 
The SMR 25 was computed as follows: 
5MR = Observed Number of Deaths x .qq 
Expected Number of Deaths 

An SMR value of 100 signifies that there is no 
difference between the observed and expected num- 
ber of deaths. An SMR value of 125 indicates that 
the observed deaths are 25% above the expected. On 
the other hand, a value of 75 indicates that the 
observed deaths are 25% below the expected num- 
ber. The significance of the SMRs was computed 
using an approximation of the standard error.* 5 

A correlation analysis of the county Jensity versus 
total mortality rate was conducted to determine thr 
strength of association between rurality and mortal- 
ity. 

Results 

In 1979, there were a total of 42,758 resident 
deaths from all causes reported in Georgia. The 
distribution of deaths and population by rural (nou 
SMSA) and urban (SMSA) area, age, and race, as 
well as the rural and urban rates and the significant 
differences between rates are presented in Table I. 

Total Mortality From All Causes 

The crude death rate for the state of Georgia was 
830 1/100,000 population. The rate for urban coun- 
ties was 740.0/100,000 population and for rural 
counties, 952.3/100,000 population, or 28 7% 
grealcrthan the urban rate. This difference in rates is 
statistically significant as are the differences for both 



TABLE 1 — Rural a*d Urbaa Mortality, by 
Ate tad Race, Georgia, 1979 
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whites and blacks (p< 0.01). Wren the death rate 
from all causes is adjusted for see and age, the 
difference decreases to a very large extent, but the 
rate is still significantly higher (p < 0.01) in rural 
counties than in urban counties (846. 1 versus 821 .6 
per 100,000). 

The unadjusted difference is much greater for 
whites than blacks (39% versus 5% higher than the 
urban). Mortality rates are significantly highu in 
rural areas for all age groups, except the 65-up year 
group which has a significantly higher urban rate 
(p < 0.01). 

An interesting pattern was observed in the magni- 
tude of the differences between urban and rural areas 
among the different age groups. The largest rate 
difference was 26% higher in rural, found in the 0*14 
year gr^*p. Tr/,s difference diminished with age — 
16% (15-44 years) and 1 1% (45-64 years) higher in 
rural, and 3% lower in rural areas than urban areas 
(65-up years). When specific age-race groups are 
considered, all rural white groups with the exception 
of 65*up years had '-"niffcantly higher rates than 
urban groups. The rate for this 65-up year group is 
2% lower in rural areas, but the difference is not 
significant. In the black groups, the only significant 
difference was found in the older group where the 
urban rate is significantly higher than the rural rate. 

With SMRs, the rural mortality was found to be 
significantly above what could be expected, and the 
urban mortality significantly below (both p < 0.01). 
As seen in Table 2, when the populate is broken 
down into age groups, the rural grojps, 0- 14 years, 
15-44 years, and 45-64 years, had mortality signifi- 
cantly (p < 0.01) above the expected, while the 
converse was found in the urbaii counties. In the 
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TABLE 2 - Summary of ftodiats for MorUUtj 
from AH Cwuta 
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Death From Specific Causes 

In order to better understand these results and to 
reveal more about rural/urban difference-, evalua- 
tions were made of mottaliiy by the specific causes 
or death. Thirteen of the leading killers were studied 
in greater detail, accounting for 39,996 deaths or 
94% of the 42,758 death* in the state. Rural and 
urban SMRs are printed in Table 3. 

Rural areas made r very j>oor showing as 9 of the 
top 13 classes of discuses showed significantly more 
deaths in rural counties than expected. Nine diseases 
also showed significantly fewer deaths in urban 
counties. Homicide was the only cause of death 
listed in which the SMR was significantly higher in 
urban counties and lower in rural counties than ex- 
pected. The greatest differences between rural and 
urban mortality were motor vehicles (83%), cerebro- 
vascular disease (56%), and, urinary-related (53%). 
No significant differences were found between 
observed and expected SMRs for three causes 
(digestive-related, congenital anomalies, and 
suicide). 

The 13 top causes of death were also studied in 
relation to age end race. SMRs were calculated for 
rural and urban Georgia by cause, race, and age 
group. F-fteen age-race-cause specific groups were 
j?"™* to Jw* significant deferences as shown in 
Table 4. High mortality predominated in rural couh* 
TABLE 3 - SUmUi dized Mortality Ratio, for the Tfr: .yen Urtfe, C***t of Deilh, Ceoc*., 1979 
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65-up year group, no significant differences were 
detected for either rural or urban. 

When race is considered, all white age groups 
conform to the same pattern. However, in Ibr. black 
group, only the65-up year group exhibited signifi- 
cant differences, with the urban SMR significantly 
above the expected and the rural SMR below (p < 
0.01). 
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ties from heart disease, cerebrovascular disease, 
motor vehicle accidents, other accidents, and con- 
genital anomalies. Significantly higher urban mor- 
tality (SMRs) was found only with three age-race- 
cause specific groups, two caused by cancer and one 
by homicide These findings are summarized in 
Table 5 in the fom of age-race specific significant 
problems. 



Population Density 

There was a significant negative correlation be- 
tween the rate of death from ail causes in counties 
and density of counties (p < 0.01). The correlation 

TABLE 5 — Significant Problems (Higher Than Expected Mortality Rate), By Age-race Specific Group* Georgia, 1979 



coefficient of - .334 indicates that there is a signifi- 
cant inverse relationship between the county crude 
death rate and population density. As the population 
per square mile decreased (i .e. , an increase in rural* 
ness), mortality increased signi ficantly and vice ver- 
sa. 

Discussion 

The higher rural crude death rate (28.7% higher 
than the urban rate) is influenced strongly by the 
older rural population . The 65-up year component of 
the rural population is 1 1 .7% of the total population 
as compared to 8. 1 1% of the urban population. In 
actual numbers, this represents a difference of 
16,639 more citizens of 65 -up years in the rural 
population. The distribution of race is more equal: 
26.3% of blacks in the urban counties versus 28.6% 
in the rural counties. However, the rural death rate is 
still significantly higher than the urban rate even 
after age-race adjustment. Moreover, as already 
seen, ibaz are many differences between rural and 
urban areas within specific age-race groups. 

A reversal in the previously reported 
pattern of higher metropolitanllower rural 
mortality is a significant finding of this 
study. 

An almost linear relationship was found between 
age and the extent of the difference between urban 
and rural mortality. Rural mortality is much higher 
than urban mortality in :he younger age group, but 
the difference decreases with age. For whites 0-14 
years, the overall mortality rate is higher in rural 
areas. These excess deaths were found to be due 
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primarily to motor vehicle accidents. Other causes 
of death are suspected of contributing to the high 
rural mortality in the 0-14 year group. However, 
many of these agc-race-cause specific groups, espe- 
cially the younger group, were eliminated from 
analysis because the actual nu mber of deaths was too 
few to be statistically tested. Differences might be 
detected for additional specific causes of death in a 
multi.year analysis with a laigcr number of observa- 
tions. The authors arc currently working on a multi- 
vcar study. 

Hie strong influence of an older population 
m rural counties has been noted as a 
contributing factor to the high mortality. 

Motor vehicle accidents also contribute to the 
higher mortality rate in rural areas for whites over 14 
years and blacks 15-44. The rural mortality rate for 
this cause of death in all groups is 83% more than the 
urban rate, making it the largest difference of the 13 
causes of death. Poor roads and more roadside obsta- 
cles in rural Georgia and faster EMS response and 
transport 'times in urban areas likely play a role in the 
large rate difference. 

Cardiovascular disease contributes substantially 
to the excess deaths occurring in rural counties. 
Heart disease in whites 45-64 and cerebrovascular 
disease in whites of the same age and in blacks 65-up 
account for this difference. These results contrast 
with the findings in several studies 2 " 4, 21 but are 
consistent with a report 1 1 which showed high non- 
nictropolitan death rates from cardiovascular dis- 
eases in the Southeast. 

Whites 15*44 years living in rural areas also have 
a higher overall death rate than their counterparts 
from the city. Congenital anomalies account for 
some of these additional deaths as do non-vehicalar 
accidents. 

While the findings of this investigation have 
shown the severity of rural mortality, not all of the 
agcracc-cause specific groups followed this pattern. 
In the 65-up year group, the urban death rate is 
actually higher than the rural rate, the excess deaths 
resulting from cancer. The higher rate of cancer 
deaths in both whites and blacks over 64 in urban 
areas has been reported in several studies. 6-12 One 
possible explanation may be that cancer-causing 
chemicals which generally are concentrated in met- 
ropolitan areas may have a latent cumulative effect 
on the residents. 

Death by homicide was also found to be higher in 
metropolitan areas than in rural for blacks 15-44. 
Public crime reports have indicated that more mur- 
ders per capita occur in larger cities. These findings 
confirm that more victims are from urban areas than 
statistically expected. 



The correlation analysis between crude death rate 
and density of counties provides another way to 
assess the relationship between rurality and death 
rate. The inverse correlation supports the findings 
that rural Georgia tends to have a higher mortality 
rate than urban Georgia. 

Summary 

Rural Georgia has a significantly higher crude 
death rate than urban Georgia (28.7% higher). The 
strong influence of an older population in rural coun- 
ties has been noted as a contributing factor to the 
high mortality. However, when age anil race adjust* 
ments were made and analyses done by age, race, 
and cause, in general the differences persisted. 

Significant problems in rural areas for whites are 
motor vehicle accidents, heart disease, cerebro- 
vascular disease, ^her accidents, and congenital 
anomalies, and for blacks, motor vehicle accidents 
and cerebrovascular disease. In metropolitan coun- 
ties, cancer is a significant problem for the elderly cf 
both races, while homicide is a significant problem 
for blacks. 

A reversal in the previously reported pattern of 
higher metropolitan/lower rural mortality is a sig- 
nificant finding of this study. The wide gap between 
rural and urban mortality which has been revealed in 
this paper adds to the mounting body of evidence of a 
"health-disadvanttged** rural population in Geor- 
gia. High mortality coupled with physician and other 
health manpower shortages all contribute to a bleak 
health outlook for rural Georgia. 
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Education for Rural Health Professionals 



Rural Practice: 

How Do We Ptepare Providets? 

The last decade has witnessed, a rapid escalation in the number; of higher 
education programs in the health and human services .with a professed "rural orien- 
tation." Denouncing the'urban-bias of conventional training programs andjeiting 
the incongruity between traditional courscwork and the, realities of rural practkc, 
professionals in many different disciplines have' urged the creation of distinctively 
r»r<?/ curricula to prepare service providers for rural, practiced ^ & * V 

Yet these efforts have in part been hampered by an inability to articulate dearly 
the distinctive features of a rural training program. What changes in curricula need 
to be made to make programs, more responsive* to - the. needs -of . rural service, 
providers? What are the skills that underlie successful rural practice and /therefore,., 
must be taught during training? How should preparation for rural practice differ 
from the preparation of professionals for service in other cc^mumt/ contexts? J 

The Journal of Rural Health has invited jftvc prprrunant pijfrcssioriak to respond 
to the question: How should training in»your profession be modified to prepare 
practitioners for service in co ntemporary rural America? • Each contributor represents 
a critical profession -within the rural system of health and human services — 
psychologists, public health professionals, physicians, physician assistants and nurses 
— and has been asked to address the issue from their own particular disciplinary 
perspective. In future issues of The Journal of Rural Health representatives of other 
professions will be invited to respond to this concern. "* , . 

These short statements are not meant to provide the definitive answer to this 
complex and evolving dilemma; rather, they are intended to further the debate on 
these issues and spark further discussion of the problem. If you would like to join in 
this deliberation, please feel free to use cither the "Letters to the Editor" section of 
the journal as a forum for your ideas or prepare and submit for review an article for 
the "Education for Rural Health Professionals" section of the journal. Your input 
and viewpoin ts are welcomed! — The Editor. 



psychologists ... 

Peter A. Keller 

In recent years there has been an increasing* interest among mental health 
professionals in rural service delivery issues (e.g., Flax,,Wagcnfeld; Ivcns, and Weiss, 
1979; Keller and Murray, 1982) and in questions about how best to prepare in* 
dividuals for work-in rural settings (Dengerink and Cross, 1982). The past had 
represented a son of benign neglect of rural needspn the part ipf all but a few mental 
health professionals. Several factors have contributed to the new awareness, in* 
eluding a rural task panel as a part of the recent President's Commission on Men* 
tal Health (1978), identification of unique rural needs by National Institute of 
Mental Health staff, and the establishment of a National Association for Rural 
Mental Health. 

While there has been a developing rural mental health literature, including the 
identification of needs for some type of specialized training for work in rural sett 
tings, the literature on professional preparation for .oral settings has grown slowly. A 
number of programs in the disciplines of psychology (e.g., Murray, 1984; Howe, 

^Biographical sketches for each author have been placed at the end of the article* * - 
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1982), psychiatry (e.g., Kofoed & Cutler, 1982), and social work (e.g., Dunbar, 
1962) have had the goal of preparing students for positions in rural mental health 
programs. Nevertheless, there is more speculation and discussion of issues than firm 
consensus about how to train tural mental health staff. The major issues which 
remain problematic include the recruitment and selection of mental health profes- 
sionals for rural work, the need for unique training curricula responsive to rural 
service strategies, and the difficulty of creating practica and internship placements in 
rural settings. 

RECRUITMENT AND SELECTION ' * 

Before training individuals to work in any setting, it seems only logical to ask (a) 
who might be interested in a career in that setting, and (b) whar personal and 
professional characteristics might predict success and satisfaction. in the setting.. 
Although some may be seeking the mythical, idyllic rural community, those more m 
familiar with the realities of various rural life styles arc aware of the importance of 
carefully assessing the advantages and disadvantages of this life. Not all professionals, 
who think a nonmctropolitan environment attractive will necessarily find satisfaction t 
in such a setting. ^ \ » r< V 

Hargrove (1982; jn press) and others have written about the need.fora proper . 
"fit" between mental health clinicians and the rural community. He has empha- 
sized the importance of considering the overlap, of personal and professional . roles 
often observed m small rural programs,, the .demands to function ,as a geaeralist^ 
responsive to a wide range of problems which confront rural clinicians, and the need 
of individuals and their families to successfully adapt to the isolation and different 
social expectations often observed in rural communiti«rTo°date, most of 'the , „ ( 

literature on these topics is based on the personal experiences of those who practice 
in, or who study, rural service delivery settings, and there is a continuing need for 9 } 

relevant empirical evidence. r K 

A useful example of the type of professional problems, tx^which Hargrove refers ' «g 

can be seen in the mental health clinician who must relate to a client in treatment at 
the same time a social or business relationship exists in another setting. Such con* 
flicting relationships are often inevitable Jn smaller communities but rnight be 
considered evidence of poor professional judgement by practitioners in metropolitan • 
settings. These issues have clear implications for the 'selection and training vof 
students suited for rural work. J* * " , 

Dengerink, Marks, Hammarlund, and Hammond (198 1) are among the few to .> ; £ 

have compared characteristics of rural and urban clinician: Their sample?. of \\6 . * 
psychologists indicated differences between the personal and professional ^values qf^ 
rural and urban staff. For example, . in, the selection of their current positions rural 4 > 

professionals were more likely to have placed emphasis on crime rate^ recreational J 
opportunities, climate, and accessibility of their practice to clients. By contrast, 
urban practitioners were more likely to have emphasized the importance of, con • 
tinuing education facilities, contact with colleagues, and social and cultural factors. 
These authors also found that rural staff more often received their training in rural 
settings. Interestingly, there were no significant differences between the urban and 
rural samples in professional functions and qualifications, or in where they or their 3 
spouses were reared. * , 

At this point there is generally a lack of evidence on which to base- predictions 
about future satisfaction with rural settings. However, it would seem logical for 
training programs to emphasize the unique rural aspects of their approach and to ; 
encourage students through the educational program to examine carefully their * • . ' 

values and expectations in relation to the realities of rural life. For example, 
programs with a rural training goal often note the nonmctropolitan location of the 
training, opportunities to gain experience in rural practica, as well as specialized 
courses which address small community issues and professional concerns. Such 
strategies encourage a self screening process for students. There is clearly a need to 
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develop more knowledge in this area with the goal of accurately predicting success 
and satisfaction in rural communities. 

CURRICULA 

A number of authors associated with rural oriented training programs (e.g., 
Keller, Murray Hargrove, & Dengerink, 1983) have suggested the appropriateness 
of a broad, clinical-community training model. It is presumed that the successful 
rural practitioner will need to be especially sensitive to the physical and social charac- 
teristics of the community. This presumption also relates to the frequent observation 
that rural mental health staff must function as generalists (Hargrove, 1982) with a 
wide range of clinical and community skills. 

Courses and seminars which address a range of rural issues are generally viewed 
as essential. Representative topics might include the manifestation of psychopath©- 
hgy in rural settings (Wagcnfcld/l982), psychotherapy with rural clients, small 
community stiucturcs, and cross cultural issues. Often specialists from fields such as 
sociology and political science are involved in community oriented aspects of the 
training. 

There is also considerable emphasis on the importance of first hand experience 
in representative rural settings to compliment more formal course work. This is 
obviously accomplished most easily if the program setting is rural. Such experiences 
may include specific research projects, clinical and community practica, and in- 
ternships. Keller et al. (1983) have also noted the* advantages of interdisciplinary 
involvement in the training and supervision, because there is likely to be less 
segregation of professional disciplines in more generalist oriented rural settings. 

PRACTICA AND INTERNSHIPS 

As already noted, supervised applied experience in a rural setting is usually 
presumed to be an essential part of preparation for rural mental health work 
(Dunbar. 1982; Keller & Prutsman, 1982; Kofoed & Cutler, 1982). Without it, 
students would lack an important opportunity to explore a range of important 
personal and professional issues that have been recognized as different in rural and 
urban settings (Hargrove, in press; Keller, et. al., 1983). 

The need for such experience, however, presents several problems'. First, the 
extensive supervision required by trainees is available in few rural settings. Rural pro- 
grams naturally tend to be smaller and often lack enough staff to provide adequate 
supervision of students. Second, the breadth of clinical experience required by 
trainees may not be available in most smaller rural service delivery programs. An 
adequate sample of various types of problems and disorders is much less likely to be 
available in such smaller programs. Also, there are less likely to be various clinical 
specialists to play a role in training in rural settings. In short, there are presumably 
few rural service programs abie to offer comprehensive internship experiences. The 
best alternative may be some combination of internship training in a larger 
metropolitan center with associated rural practica or other experiences that require 
less commitment of resources by rural centers. 

public health professionals . . . 

Michael C, Hosokawa 

Interest in rural health care ebbs and flows with various political currents. The 
shortage of health care resources in rural America includes physicians, other health 
professionals, facilities and funding. During the previous two decades, various 
federal programs, foundations and professional groups have sought to improve rural 
health care. 

During the past decade, a growing interest in disease prevention and health 
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promotion has focused attention on local and state public health departments. In 
addition to the regulatory and protective programs earned on by healSdepanmenB 
£fi a (? ° n ; ^"f 1 *** 3 ^'ty. communicable disease control and public 
heakh puwng) there has been a substantial increbe in public health disease 
prevention and health promotion programming. • ■ 

Although fading and support for public health is stffl minimal, public health 
continues to be an attractive career opporrimity. Metropblitan'health departments^ 

ZtZr C £T£l ? Ae m °* ^ d<m fof P^'!*** trained inditS; 
however, local health departments serving rural populations are expanding programs 

consequence, institutions which prepare public health profe^nab fo'r'rural service 
must be sensitive to alterations in their curriouumvwKich^^ 

Eff rft2** IT 1 pftCti i e "j**' 1 " which follow^ree 

aspects of training which education for rural health practiceWay require are 
discussed: (l)Sawy. (2) Skillsaod (3) Stability. • may require are 

An individual must have the Mary to succeed in a rural environment which 
requires a great deal more than professional competence. Termed "streetwise' ' in an 
urban setting, the intangible ability to gain acceptance.and community membership 
« often more important than professional skills., since without savvy, profession^ 
efforts are made more difficult and sometimes impossible - « ' - urcsionai 

Dubhi l & h ;„ t . tUlri< i UlUm P^K.die content and process ^'needed for 
pubhc health m t rural setting u generically similar to curricula for other settings 

ffi^JLT 1 8 5 of 1 md, . v,du . al W»vior. program planning and ■ 

22™?*° ' ™ ^J""*™!"* Political competencies are some of the 
important procea skills taught for application in a rural community. 

Specific pub he health skills such as public health nursing, sanitation or health 
education vary with each professional group. Rural healthlepartments and I cTrn- 
mumty agencies seldom have the programmatic concemraSoni\o''hire many 

M "i^ft a hi8hl, ' **** abu * •*«« «* ^ 

valuable to a rural health department thin a generalist health educator capable of 
working in schools, the community, engaging in patient education and taking blood 

S3S? -i 1 "'' 1 ^ do '? 8 a WceUy T"«. the'gerierilbt with 

multiple skill, i and interests and an aptitude for adapting basic Mis to meet the- ' 
needs of specific situations is better suited for rural service than the specialist with a 
narrow range of skills. . " a 

Sta6i/ip is the potential for the public health professional to be assimilated into' 
a community. Those who find shared recreation, social life, life style, and religious 
interests tend to remain in rural communities. Individuals who find rural life devoid 
of desired cultural or social opportunities, feel isolated from the mainstream or'fecl 
socially »„d professionally out of place, do not stay in their profession^,™ B 
long and devote substanual attention to job se,-king. Programs preparing public 
health professionals have a responsibility to their graduates to prepare them to live in 
a community as well as work ;'n a community: 

Interest in rural health has generated a numbe/of research studies to determine 
the most effective strategies for increasing the numbers and competence of health 
professionals in rural areas. The focus of these studies have-been the physician, but 
the information gained is applicable to public health training. A review of selected 
studies yields two strategies for training health professionals for rtiral areas which 
have been applied with success (Brcarly. Simpson and Baker, 1982; Cooper. Heald 
Samuels and Coleman. J975;Steinwald and Steinwald. 1975) • - 

«„,^ eC t nji ii n8 r and ' SeleC " n8 " ude ?? ft™ ^ backgrounds has been demon- 
strated to be effective, since the students are likely to return to rural settings as 
professionals. The strategy for using biographical characteristics such as hometown in 
the selection of medical students as e means of increasing the number of rural 
primary care phys.c.ans has been called the "genetic strategy" by Sarnacki (1979): ' 
The vcond approach to training health professionals for rural" service em- 
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phasizes curricular design — offering courses providing the skills and experiences to 
stimulate Interest in rural service. Samacki (1979) called this the "environmental 
approach." 

Denslow and others (1984) studied one institution's success in training rural 
primary care physicians and identified a third variable important in career choices — 
the role model. A* role model either prior to training or during training 'was an 
important influence on later professional decisions. 

Applied to public health training, the genetic approach has demonstrated 
success in placing professionals in rural settings. A large percentage of students from 
rural backgrounds seek positions in similar environments after graduation. 

Empirically, the assimilation of an individual into a community is enhanced by 
his/her rural background. It appears the savvy gained from having grown up in a 
rural community can facilitate professional and social acceptance in a similar setting; 
however, the cause and effect relationship cannot be defined with precision. 

While the genetic strategy increases the number of professionals, this approach 
does not address the issues of professional competence or the quality of the educa* 
tional experience — a point emphasized by Samacki (1979) when the genetic ,'.$8 
strategy is applied to medical education. . .->* ^ 

The focus for training public health professionals for service in rural areas must iS^JS 
be on auricular design. Courses and course content, experiences and role models are 
the key elements to a rural health curriculum or a rural nealth track. In addition to 
public health knowledge and skills,- aspects of rural life styles, including socio* 
cultural and political information, should be integrated into the teaching /learning J'^M 
experiences. , * ^ ** v*J 

On a university campus, a review of departments, courses, faculty research, - 
grant funded projects and faculty publications yielded a wealth of accessible v \$ 

resources for 9 curriculum in rural health. Public health training is eclectic and \l| 
campus-wide resources can be used to enhance a curriculum. A review of the syllabi 
from courses in areas such as sociology, psychology, anthropology, business ad* 
ministration, economics, hospital administration, home economics,- and child and 
family development may reveal some interesting offerings to be used as required or <T*j 
elective courses. Faculty from these courses may team teach a course, give short* m 
seminars or guest lectures. Faculty with specific interests in rural health through „ 
projects, publ ications and research are also excellent teaching resources. |^ 

Public health borrows theory from numerous disciplines such as the biological z$ 
sciences, behavioral sciences, nursing and mathematics. The uniqueness of public <5| 
health is in the application of knowledge to human health. In the classroom, the use 
of case studies has been an effective means of bridging the gap from theory to ap* 
plication. Case studies with a rural theme not only give meaning to theory but also 1$i 
provide valuable information about rural people and their lifestyles. *| 

While the case study method is an artificial means of applying knowledge, field £g 
experience is the opportunity to actually practice public health skills under the * 
guidance of a professional. Held placements in rural practices, supervised by the >^ 
alumni, are very effective learning experiences, since alumni understand the 
auricular objectives and can frequently relate more closely with the faculty of that j 3 

program. Other sources of excellent field placements include the American Medical •* *j 

Student Association rural projects where multidisciplinary teams of student health 
professionals participate in a project, the Catholic Health Corporation's network of ^ 
rural hospitals, and federally funded projects in migrant health and health in under* 
served areas. 

The effectiveness of teaching about rural public health is enhanced by prac- 
ticing rural public health. Ongoing service projects in rural. communities involving 4| 
students and faculty help demonstrate public health concepts applied in a rural . : & 
setting. These projects keep faculty active in their profession while they serve as role 
models for the students. On a contractual basis, these projects provide income 
and /or student stipends, and on a voluntary basis, they build goodwill. 

The use of adjunct faculty appointments can enhance a public health curricu. 
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lum. These non-salaried appointments are made in recognition of exemplary service 
to the public health curriculum. Adjunct faculty can be asked to participate in team 
teaching >urses, to guest lecture in seminars, to serve as field experience supervisors 
and to jo.n regular faculty in a periodic review of the curriculum. Included among 
the adjunct faculty may be alumni currently in rural service and other outstanding 
rural health professionals with local, state, regional and federal. agcncies.-.-Thcsc 
faculty set /e.to keep the learning experiences on the leading edge of national, state 
and local activities 

Training public health professionals for rural service is best accomplished 
through a curriculum designed to accomplish the following: (1) to provide students 
with the skills needed for optimal professional success; (2) to involve students in the 
rewards and challenges of working and living in a rural environment; and (3) to 
provide access to role models who generate enthusiasm about their rural professions. 

physicians ... 

Thomas Allen Bruce 

There is a tendency to discount the need for special efforts to educate physicans 
for practice in small towns and rural communities; this has become, even more 
pervasive as the supply of new physicians has continued to increase. The tendency 
quite obviously is to count on a diffusion effect of recent graduates to solve the 
chronic undcrsupply of rural physicians; Evidence that such a "tricklc-out" concept 
is a valid and realistic approaches to planning quality medical care for rural areas 
seems quite thin, however. Even to this day there is a rural "access problem for 
medical care in all those states which traditionally have had the highest physician- 
population ratios. Moreover, the increasing numbers of physicians* who seem to be 
locating outside the metropolitan areas appear to be concentrating in the mid-sizc 
cities where group practice and excellent hospital support faciliues are present, not 
in the neediest small towns. r 

Aside from simply a numbers issue, there is a 'qualitative aspect to rural 
medicine which has been too long ignored. The knowledge, skills, and attitudes that 
rural physicians need are not necessarily those which are- most appropriate in 
metropolitan practice sites. For example; the relauve professional isolation that 
occurs in a rural setting creates an enormous difference in the practical approach to 
consultation and referral. It seems self-evident, moreover, that the organizational 
characteristics of rural practice are different *nd that the approach to rural practice 
management may be rather specialized. Bclow.are outlined some of the approaches 
which medical schools might undertake 1 to educate their graduates more ap- 
propriately for rural practice. The issues are divided into two general clusters: those 
efforts which arc most useful in recruiting physicians to rural areas, and those efforts 
which impact on the long.rangc retention of physicians in rural areas. 

RECRUITMENT CONSIDERATIONS 

1 Medical schools need to establish visible efforts in rural medical development. 
Students and members of the henaestaff should be reminded periodically that 
rural care has special needs and special priorities. It has been demonstrated 
repeatedly that doctors who grew up in small towns arc more likely to practice 
in snv-il towns, so it is possible to set up selective weighting of rural background 
cn aractcristics in making admissions decisions for medical school. This might be 
particularly appropriate in those geographic areas where the rural problem is the 
greatest. 

2 Medical centers should try to develop special scholarships and loan forgiveness' 
programs for individuals interested in rural practiccvThese can be combined 
with other curncular and practice incentive programs, and should he powerful 
am cfftct.yc twU in rural development. All uith loan programs should have 
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3. Faculty members should make extra efforts to see that premature closure on 
specialty careers does not invade the predoctoral years of education/The need 
for broad, general learning in medicine has never been so keenly appreciated in 
the past as it is at present, and the conclusions of the 1984 General Professional 
Education of the Physician (GPEP) report by the Association of American 
Medical Colleges has reinforced this concept (Physicians for the Twenty-First 
Century, 1984). It needs to be recognized that the ubiquotous experience;of 
specialty clerkship rotations in medical school reinforces early career differentia- 
tion, and efforts need continuously to be made to balance this tendency with 
concepts in general, comprehensive care for patients, their families and their 
communities. 

4. Institutions should intercede to strengthen and expand the primary, care resi- 
dency programs under their sponsorship s^'nee these bring unique assets to rural 
medical care. It should be recognized, however, that such specialties as surgery 
and obstetrics can provide a considerable amount of primary medical .care in 
rural communities. "* ' 

5. Rural preceptorships, appropriately placed in the curriculum, can have a genu* 
ine impact on general professional education and ,on rural practice decisions 
(Bruce, 1972). The educational goals and objectives of the preccptorships'need 
to be carefully defined, and the medical school must train the practicing 
physicians who serve as preceptors so that they can best achieve their objectives. 
The evaluations of medical student performance in rural rotations should be 
done as objectively as in the other clinical clerkships. 

6. Outreach efforts and satellite educational opportunities, other than precep- 
torships, are important supplements to the medical curriculum (Bruce and 
Norton, 1984). Those states which have Area Health Education Craters 
(AHECs) are fortunate in that valuable courses can be taught by a mix of full* 
time and pan-time faculty members in a "controlled" dioical environment 
outside the University Medical Center. It has been a common observation that 
there is a fear of leaving the nest on the part of many new graduates. These 
physicians grow easily accustomed to the vast' resources of diagnostic and 
therapeutic services, the sophisticated equipment, the library-computer net* 
works, the horde of specialist consultants, and the intellectual challenge of 
harnessing these resources to the needs of interesting patients who drift into the 
academic center. Rotations to off-campus community hospitals can provide 
valuable insights into the world of private practice," and young physicians 
frequently are amazed to learn that there are superb doctors and facilities 
outside the University, that the patients and clinical problems arc every bit as, 
interesting and challenging as those they've seen in the large urban teaching 
hospitals. 

7. Medical students should have an opportunity to become meaningfully involved 
in rural planning and development (Johnson, Norton and Bruce, 1980). They 
make excellent and conscientious consultants (voluntary to communities who 
are trying to recruit physicians). As bright, perceptive observers, they can 
readily identify those activities in the recruitment efforts of a small town that 
help or hinder in attracting good young physicians. They not uncommonly get 
caught up in the community efforts and make personal career changes to 
respond to future recruitment thrusts of their "adopted" towns. 

RETENTION CONSIDERATIONS 

Recruiting physicians to small towns and rural areas is probably easier than 
keeping them there. In Arkansas, studies have demonstrated an inverse relation of 
physican mobility to the she of the community (Norton ct al, 1978). Prior to 1975, 
towns with less than 1,000 population had an incredibly high turnover of physicians 
within two years (60%), towns between 1,000 and 5,999 population lost about 40% 
of their doctors within two years, and towns between 6.000 and 14.909 pave up 
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nearly a third of their new recruits within two years. This dismal record seemed due 
in pan to the inadequate skills and attitudes given the graduates by their medical 
school, and in pan to the lack of adequate, support from the corrmunicy for the 
physicians. The following suggestions might serve to address these problems. 

1. The medical school curriculum should be modified to be more supportive of 
rural practice needs; This does not mean setting up new courses or clerkships to 
be called "Rural Medical Care" or "Rural Sociology." It does mean incorporat. 
ing into the existing courses and clerkships, those concepts of the; behavioral 
sciences, the humanities, of nutrition; 'gerontology, health promotion and 
rehabilitation that are needed for primary rural care, it means the systematic 
development of a series of case studies, lab experiments, demonstrations and 
seminars that reinforce and sensitize the studentship meaningful rural health 
issues. Ambulatory care experience for children,* adults or families, as an 
example, is considered mandatory for a general professional education. A 
description of the goals which might be included in such a senior-level course is 
as follows 

• Become familiar with the concept of primary care. 

• Perform clinical assessment and problenvsolving in an atmosphere of 
patient continuity. 

• Relate patients and their medical problcm(s) to their families and their 
communities. 

• Appreciate the concepts of quality assessment. 

• Recognize the importance of good medical records in the primary care 
setting. 

• Know critical aspects of the health care delivery process, including patient 
access to providers and efficient utilization of resources (the medical team, 
the medical facility, consultants, support facilities and the community) in 
maintaining or returning patients to their desired levels of function. 

• Provide awareness of the importance of health education as a pan of con^ 
tinuous and comprehensive care. ,r 

• Become aware of legal and ethical decisionmaking in primary care. 

• Incorporate the principles of epidemiology into clinical medicine: 

It can be seen that nowhere in this outline of goals does the word "rural" 
appear; that is deliberate. It reflects a desire to avoid a marketing approach that 
potentially could oversell and backfire. It should be obvious, on the other 
hand, that the vital building blocks for a rural practice are built into the* very 
structure of such an educational experience. -° 

2. The medical school should become directly involved in community medical 
development and consultation. Few people in small towns have an appreciation 
of the elements that comprise a viable>nd stable health system in a rural town. 
Community leaders must understand the heed to have more than one physi- 
cian, the need for well-trainee! nurses and pharmacists, the need for 
dink/hospital facility loan funds from banks and other financial institutions, 
the need for a strong governing board for the local hospital or nursing home, 
the need for regional planning for emergency services and complex medical 
care. The smaller a community is, the more it needs to develop a leadership 
group to provide assistance, advice, arid moral support to the health 
professionals that have been recruited. 

3. The University in a broad sehc*; needs to assist in total community develop. , 
mem. A thriving health care system cannot survive long in a town that is dying 
economically. The social, racial, religious, industrial, educational' and 
recreational health of a community frequently is a mirror to the health of its 
medical care system. Small towhs.often do iwt know of resources for con* 
sultation and development that arc available at the county, sfate'and federal 
level. To the extent possible, the, strengthening of health care needs to be 
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paralleled by -improvements in public education, transportation, com* 
munkatiom and in overall economic development. Finally, a realistic sense of 
community pride and achievement can go a long way to achieving each of these 
goals. The University can be a valuable asset in achieving total community 
development through its knowledge of these other resources; 
4. For the pfofestional who is isolated in a small town v the medical school and the 
county or state medical society can help devdop.yaluable support systems* .The 
Continuing Education programs of the University Medical Center can help 
maimain the skills of the rural piactitiorierr allow .the 

intimacy of immediate telephone consultation, of refo il, of collcgiality. The 
exchange visits of faculty/housestaff/ students can be valuable assets' in the ex* 
change of ideas and of personal growth; University assistance in fmdlngt/ocitm 
tenons so that an isolated physician can get some vacation tir e with his family 
or attend a medical meeting can be an enormous help. 

The long range viability of a rural health care system requires more than the 
usual and customary approach to recruiting a new physician for the small town. The 
physician needs special knowledge, skills and attitudes to practice excellent rural 
medicine, and the community needs more than the usual assortment of support 
services to effect the proper match. The text above, outlines some of the ways in 
which medical schools and their parent universities can facilitate this coupling 
process. 

physician assistants . . . 

Charles G. Huntington 

M«d*!evel health care providers were developed in response to a geographic and 
medical specialty maldistribution of primary care services. When the availability of 
health care services is conceptualized in terms of the consumers of these services or in 
terms of the services themselves (as opposed to the distribution of health care 
providers) then health policy will achieve its goals only when redistribution strategics 
make health care services more readily accessible (Ball, 1974). Once the emphasis is 
placed on services it becomes apparent tha a number of different providers may 
perform the same services. 

A report by the Director*Gencral of the World Health Organization which 
accompanied a resolution passed by the 24th World Health Assembly called at- 
tention to the need to train and deploy new categories of health personnel. It stated 
that the "acute shortage and maldistribution of professional health, personnel, not 
only in developing but also in developed countries, make it necessary to train large 
numbers of auxiliary personnel to serve as 'multipliers' of the professional staff.*The 
role of auxiliary health personnel thus has a twofold asgect^tolrelieve professionals 
of simple tasks which do not necessarily require their level of competence, and to 
cater to a population which would not otherwise be covered by health services" 
(Acuna. 1977, p. 190). ^ ' 

Physician assistant (PA) programs have achieved notable success jn training and 
deploying PAs to provide primary care services in rural areas. Among the ranking 
criteria for grants made to PA programs by the Bureau of Health Professions of the 
Public Health Service is having a program and effective mechanism for placing 
graduates in underserved areas. PA programs require of their students rural com* 
munity health rotations. 

Data collected in 1981, J>y the Association ?f Physician Assistant Programs 
indicate that 45 percent of the over 6,000 £As surveyed were practicing in towns with 
a population of 50,000 or less. and that 26 percerjt were th towns with a population of 
10,000 or less (Carter, Perry and Oliver, 19M)*The fcrcc^^^ 
towns with a population of 10,00Cor less has remained cormant>*nce the first survey 
of the profession in 1974. Thirtv percent of the PAs rewndfoYo the 1081 survev 
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were located in medically undenerved areas, and 14 1 percent vcrc practicing in 
satellite clinics. A larger majority (77%) of the respondents were providing primary 
care — 57 percent employed in a family practice and an. additional -21 percent 
employed in the c*hcr primary care specialties; The ,1981 surrey. also revealed Mt 
those PAs who worked in a family practice in rural settings were more satisfied with 
their jobs than those PAs who worked in other specialties in larger communities. .Hie 
Physiciart'Extender Reimbursement Study, which was financed by the Health Care- 
Financing Administration, found that PAs in rural areas tended to see more 
* patienrs, Spcud more time in direct patient contact, generate larger; incomes, and 
charge less per patient visit than did their urban counterparts (Mendenhall, Repicky 
and Neville, 1980).* 

The MEDEX model of PA education has traditionally had the greatest success 
in deploying grVuates in rural areas. MEDEX .programs utilized a one-year 
curriculum which included a three to six month didactic phase followed by six or 
more-months in a field preceptorship where a majority of graduates efcntiniicd to 
practice. Specific factors which contributed to the successful rural deployment .of 
MEDEX program graduates included the identification and education of physician 
preceptors who were willing to make a commitment in advance to both train and 
employ a student; student selection criteria which included previous' primary, care 
experience and rural Irving experience; the utilisation of experienced rural PAs for 
teaching and as role models; and the extensive education of the practice staff, local 
physicians, local pharmacists, and hospital administration, nursing, and medical 
staffs on the background, training, and expected role of the PA (Segal, ct al., 1977). 

The tendency of PA program graduates to remain near the site of their medical, 
training led the Stanford-Fbothill Primary Care Associate Program to develop .a 
program of decentralized training (Fowles, ct al., 1983). Decentralization consisted 
of replicating student recruitment, admissions, and classroom and clinical in- 
struction in five designated areas of California, each of which was within or adjacent 
to an area needing additional primary care services. A community college within 
each area recruited applicants, participated, in the, selection of students, and 
provided preclinical courses. A physician leader was designated in each community 
and, after being jiven a clinical appointment at Stanford University, participated in 
the admissions process, did some clinical teaching, and served as a liaison with the 
local medical community. As the decentralization program developed, graduate PAs 
in the five areas assumed roles as local program coordinators.; Student evaluations 
were developed at the central institution in order to maintain quality control; but 
were administered at each training site. , ? 

The decentralized pattern of deploying students used in the Stanford-Foothill 
program dearly demonstrated the association between the site of training and the 
eventual location of practice. None of .the 'students |>arucipating an the .totally 
decentralized program chose a practice site in the area of the central institution. In 
addition, decentralization resulted in a wider base of student recruitment, a greater 
variety of people participating in the educational process, a dispersion of precep- 
torship sites, and new employment possibilities. These changes were achieved 
without affecting educational standards. 

A set of factors which seem to influence the rural deployment of graduates of 
PA programs has emerged in the literature. For example, student' selection criteria 
should include previous primary care experience, previous ruraljiving experience, 
and the intention to provide primary, care in a rural area. Primary care and rural 
living experiences serve tv ensure a knowledgeable expression of intent to enter rural 
primary care. Recruiting students from rural areas, and then providing both their 
didactic and clinical training in rural. areas serres to minimize the disruption of 
student lives during the educational process. ThU)is y cspecia!lyJmportant for PA 
students, most of whom are entering second careers and already have family 
obligations. The decentralization of didactic training requires a great deal of travel 
and community action on the pan of the PA program central statT and may be 
difficult for manv programs. When the didactic phase is conducted at a central 
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institution, the curriculum should include course work on both rural health prob- 
lems and the sociology of ruial living. These courses might initially be developed by 
utilizing graduates with rural primary are experience. Program 'graduate can also 
be united in devetopmg rural cliru^ 

other PA programs indicates that clinical training can be' successfully conducted in S 
rural areas without sacrificing the quatiry of education. *.ir : ( A * 

Traditionally PA programs have provided gener^«ttairung which ht5 allowed * 1 
for a flexible utilization of graduates in both primary cart and specialty employment v 
sites. This generaltst training has been especially appropruttrtn providing the skills 
necessary for rural practice. Despite an* increased demand for ; PAs<in specialty and 
institutional settings, PA programs should continue their gecerau^- orienation 
leaving specialty training to be conducted on the job site. ^ "> . 

Several factors external to PA education have influenced die utilization of PAs' 
in rural areas. The successful rural deployment of PAs is largely dependent on the 
availability; of rural physicians who are willing and able to -provide responsible 
supervision. The shared training experiences of students from rruriuple^profcsrions 
serve to instill the team concept of health care: Encouragement can be found in the 
increased likelihood of younger physicians to hire a PA (Fowles.et al., 1983). 4 . 

The flexible utilization of PAs in maeting health care needs in rural weas is in „? 
no small way tied to state regulations governing PAs. Overly reactive laws; 
especially those requiring continuous, on-site physician supervision; serve ^to 
discourage the utilization of PAs in extending physician service;. 'Hie deployment of 
PAs in satellite clinics is currendy permitted in only twrnty*fbur states 1 , and only 
fifteen states grant PAs'lin£?ed prescription- writing privilege**. The/experience of - ;y 
states with relatively liberal PA 1 - laws demonstrates that -patient safety is not ♦ 
jeopardized when PAs can be flexibly utilized in meeting the health care needs of a . 
community. 'While PA laws should always clearly tie die PA**to a supervising 
physician, overly restrictive laws should be liberalized. * 

A .eview of the literature clearly indicates that the fechniques for .adequately 
preparing PAs for rural practice have been well developed. Better preparing PAs for* * 
rural practice, then, is largely a matter of commitment to improving access to health . 
care services in rural areas. With the proper 'commitment, traditional medical 
education models can be amended and decentralized in a manner which both better 
prepares PAs for rural practice and better prepares rural health care systems for PAs. 



nurses ... % 

Peggye Guess Lassiter f,> ~ 

Rural nurses and educators in rural nursing are in the process^of delineating the « * 
aspects of rural nursing that are distinct from other forms of nursing practice. The 
writing of this anicle and readers' reactions to it are pan of the process to help clarify 
perceptions and experiences and, therefore, what follows should be viewed as a 
preliminary attempt to describe the unique functions and necessary educational 
preparation for rural nursing practice. '* 

Rural nursing is distinct from other forms of nursing practice in that it demands 
a wide range of knowledge, skills and appropriate attitudes for successful practice. It 
is based on established nursing principles and their application within rural cultures 
and also demands advanced skills and knowledge rxyond basic education. Many of 

s* 

l The following states allow Physician Assistants to practice h$ satellite clinics: Alaska. 
Arizona, Colorado. Connecticut. Florida, Hawaii. Iowa. Kansas/Maine, Maryland. Michi* 
gan. Montana. Nevada, New Mexico. New York; North Carolina. Oklahoma. Oregon. 
Pennsylvania. South Dakota, Utah. Washington, West Virginia and Wisconsin. 

% Tbe following states hat* prescriptive privileges forphyskan 'Assistants: Alaska. Arizona, 
Colorado. Maine. Massachusetts. Michigan. Nebraska. New Mexico. New York. North 
Caroltna. Oregon. Pennsylvania. South Dakota. Washingtonand Wisconsin. 
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the advanced skills tequircd axe of equal importance in urban settings. Rural nursing 
differs from urban nursing, however,- in the diversity of knowledge needed. The 
rural nurse is frequently a June health practitioner, referral and consultation resour- * 
ces are not reaoty- available., Rural dients arc. highly influenced by traditional 
community and family values and communities arc often geographically elated. As 
~ a conscience, the, sural .muse must be !u^;»kaied^ii|ioWaiiding .and .in- 
dependent in health assessment, ; pco<notkm>and,tiea^ Jiealth 
must take place with families, groups and communities as well as with the individual 
client. Urban nursing doeSi«K:tequire.of one person such diverse functions as 
emergency care, management' of a primary health 1 care center, community, health, 
assessment, leading health promotion groups, and health care with migrant workers. * 
Diversity of functions and application within;a rural context make rural nursing 
distinctive. \ , ~. V 

Programs in rural nursing education must specify and build' on the unique, 
aspects of rural practice. They must prepare students with the knowledge, skills, and 
attitudes appropriate to the complex of needs in the rural community. The following V 
areas of content are considered essential in rural nursing education: basic nursing,^ 
rural health needs, community health assessment, rural groups and families, rural 
cultures, leadership and adnumstration, and change theory. Each content area 
contains concepts which add to a general knowledge of rural nursing and skills which 
enable the nurse to bring about healthful change. 

BASIC NURSING 

Rural nurses must have mastered the wide range of knowledge and skills for 
individual health taught in unde/graduatc educational- programs. Diagnosis, 
treatment, teaching, emergency care, rehabilitation, referral, counseling, health 
promotion and disease prevention arc all necessary in rural settings„Pftcn the rural*- 
nurse is involved in these functions for individuals of all ages. Such, basic content 
represents the first level of preparation for rural nurses. 

However, successful rural nursing requires more than basic mining skills and 
knowledge. The additional preparation which is necessary for ruccessful rural prac- 
tice is described by the following six topical areas. Such content may be *cquired in a 
graduate nursing program and through in-service education for individuals already 
practicing in rural areas. 
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RURAL HEALTH NEEDS 

Rural nurses must leam how and why rural health needs are distinct. Some, 
needs that are particularly rural stem from the unavailability and unacceptability of 
health services, isolation and asportation hardships.* environmental risks from - 
waste and toxin pollution, farming accidents and family wolence/bensity of 4 
population and distance from the closest metropolitan area axe variations of rurality f ' * 

that influence health resource accessibility and dramatically affect/health. Kin and 
friendship networks in rural area provide itrong sanctions regarding behaviorsas " ; v. 

docs the degree of ethnic co;Kentration.'Tbese social networks also have a strong 
influence, both positively and negatively, on health' practices. For many rural areas, *4* 
drinking water is threatened by inadequate waste disposal systems. Bow paVicides ^ 
and toxic waste dumps can create haaards. Stress for rural people is frequently high,- ^ , 

and may lead to increased violence, alcoholism, and' accidents; Government/* 
religious, and economic/welfare systems influence health needs as in all communi^ 
tics; however, rurality, in turn, influences each of these systems and brings a unique 
dimension common to rural areas. - ' - * ^ . ? 

* % « < , >> 

COMMUNITY HEALTH ASSESSMENT 

Rural nurses. need community assessment skills as well. as assessment skills for 
individuals. Community health assessment, important |? health planning for : alL 
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communities, b t crucial skill for tural mines because oc their central funosonunr' 
planning — often the rural nurse is the only health professional practkmg in the 
community. In urban areas, nurses may emphasize an advanced specialty and rely on. 
other nurses for selected advanced skills. Rural nune$;as lot^ptaci Ui ooc^must be 
able to assess community health priorities through community study. 1 Health can be 
conceptualised ss the physical, social and eowtional wtT being of axoromunity. 
Each component of that community — the individuals, families, established groups, 
and otgajusaoons — interact .to affect health. AlthSigh;an ? in<imdual practice may 
focus on particular community 'components; the ru^ 'nurje musr make a broader 
assessment of health concerns, rtsouices for service, and an analysis of how each pan. 
of the community interacts fx health,- «* > 

The rural nurse must work as a partner with the' community in identifying and 
seeking to fulfill health needs. Such a participation process leads to njral community 
support for health programs. Assessment involves the lathering of data from exist- 
ing sources, from interviews, observation,. and participation with rural cHcrits. The 
interpretation of data with community help results' in setting health priorities, 
establishing goals, and planning steps of action for tbe.ourse and the community. 
Close partnership with community leaden and their- community representatives 
insures a health action plan which is built upon assessment data and fits the com- 
munity's needs and priorities. 

RURAL GROUPS AND FAMILIES 

Rural nurses need an expanded knowledge of fcmily and group dynamics which 
includes group structure, function, development, and communication. Such know, 
ledge enables the rural nurse to successfully work with groups for desired healthful 
changes. Rural communities are comprised of strong family and kin groups as well as 
other established, interacting groups such as churches and rural cooperatives. Thrx 
groups provide support to individuals. They guide, members -in; decisions. They 
provide strong sanctions for behavior and even influence members' definition of 
health and solutions to health problems. Rural nurses must understand such groups 
snd how to work with them in order to help meet health needs for group members 
and to utilize the groups positively for the attainment of community health goats. . 

Rural families vary from urban families in site, composition and work force 
participation (Brown, 1981). Rural people many earlier, have more children, and 
live in large households. Moreover, the labor force participation of rural women is 
lower. While kinship ties are important for both urban and rural farailies.-ruraL 
families are more likely to be stable as shown by lower divorce rates and higher 
fertility rates (Bealc, 1978). In addition, the primary groups and social networks 
are considered relatively more important in rural than in urban areas (Hassinger. 
1982). The influences of rural families and rural groups are of key importance to 
health care. 

RURAL CULTURES 

Successful nursing in any setting involves an understanding of and sensitivity to «* l£0 
cultural factors. Rural nursing education must includca study of rural cultures as 'J 
learned from rural people. Culturally oriented interviewing and analysis of interview 
data arc necessary as a means of learning from people their views of their lives, the t £p 
meaning of life to them, and its effect on their behavior and health. Such culturally,, 
oriented interviewing involves a close attention to language. With this toowledgc, ^ } 

the rural nurse becomes aware of attitudes, values, standards, and patterns of linkage #h 
between people in rural communities. An undemanding of the. particular culture 
leads the nurse to appreciate and encourage local leadership and beneficial health 
practices. Attractions and tensions among peop^the influence of kinship and -*&| 
group ties, and existing means of decision making are valued. The rural nurse offers tgg 
help within these rural networks. Rural nurses may .design acceptable and effective >vf^ 
health services with an understanding of and respect for rural cultures. 
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LEADERSHIP AND ADMINISTRATION 

Knowledge and skill in leadership enables the rural none to become an ap- 
propriate source of support, direction, and consultation in health* matters. The 
nurse's expertise is needed both to support the leadership functions of others and to 
lead community f roups andprg**iixatk>n$. Because of the small scale of operation in 
most rural health settings, nurses must often fill adrnmistttote told ln clinics, hos- 
pitals, and health centers. Skills ranging from budgeting and 'tund-raising to hiring 
and maintaining staff are requited/ Rural nursing education must includean expo* 
sure to the concepts and skills of leadership, management and administration. 
Practical approaches to these functions should be taught as well as theories of 
leadership and administration. ... .. 

CHANGE THEORY 

Rural nurses must appreciate the dynamics of planned change as it relates to the 
community and its members. Changes for improved health involve both opportun- 
ity and risk to people. Progress toward healthful goals is encouraged by some com* 
munity attitudes and beliefs yet hindered brothers. .Such forces for and against 
change exist within individuals, within families and other influential groups, ancl> 
within the rural community and surrounding region. Analysis of these forces and 
their effect on the rural client assists in the selection of goals and steps of/action 
toward change. Knowledge of change theory also, promotes patience and hope since 
resistance to change is seen in, the context of growth tad moternerit: toward the 
chosen health goaL r ,^, . ,v * . (, ' * 1 '** J:? r 

Success in rural areas is also determined irfpart by the attirudes^riliers, and 
values of the practitioner. Nurses selecting rural practice bring divert perspectives 
and motives to their work, some of which facilitate and others which hinder their 
efforts. Satisfaction and frustration are experienced ^when living and working |n com- 
munities which are disadvantaged through geographic' isolation, economic 
depression, or a lack of service resources. Cultural difference* -bct*tti Jiealth service 
providers an d rural residents may produce mixed effects on joint efforts. * * » ; 

Education for rural nursing practice must indudc field work* in rural com* 
munities in order to leam from rural residents and to test "one'i ability to join them 
in partnership for improved health; Students must be -supported in their personal 
examination of beliefs, attitudes and values relative to rural work. Though attirude 
characteristics predictive of successful rural practice haw not; been fully studiedr 
successful rural nurses seem to be,, described by attributes of" independence, 
flexibility, creativity, and an enjoyment of. the rural environment and life style. 
Successful rural nurses report being able to mix/easily with rural people and to in* 
tcgratc their work for improved health" into other areas of community activity.. 

Nurses with varied levels of preparation aire heeded sn ! rura) r prlKtke. Because, 
rural nurses function in many integrated health* roles, it seem$ only appropriate to 
provide educational programs which prepare thenVfof expanded rural practice. But 
where arc those with basic nursing skills to find educational prdjgrams specific to 
rural practice? Rural nursing education is presently offered in only a small number of 
graduate programs. Other graduate programs arrange for rural practicums or. rural 
health courses within non-rural However, many nu*^ presently practicing 

in rural areas are unable to pursue graduate work* This suggests ft need forcon- 
tinuing. as well as graduate ^education in rural nursing. 

Education for rural nursing at both the.graduate and in- jervke levels must 
address the particular health needs of rural people, the partnership of the nurse with 
rural residents, and those multiple nursing skills required to* meet rural priorities. 
Rural nurses arc key resources to rural health. Their capabilities are realized tully 
when they are trained for this expanded practice. 
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Farm Health Woes Grow 



This « aw exce/pf from * serws of ertfctes oyTom 
Knudson. reprinted from the Des Moines S«*»day Raster, 
September 16 end 23, 7&* wftft ffteir permission; copy* 
right 1905 Dm Moines Register and Tribune Company. 

America's largest and most productive business - 
agricuttuf e - is Uowty getting sk* and government is 
doing fittfe to make farmers wet 

"Unless something is done- soon, a very valuable 
resource - the American farmer - is going to be in trouble." 
Mid David Baker, a (arm safety spociiGst t! the University 
Of Missouri 

Trouble already is at the door. Just last year, farming 
surpassed mining as the nation's most dangerous job. 
according to the National Safety Council. Fifty-five of 
every 100.000 farmers died in on-the-job accidents in 
1963, five times the national average The cost cf farm 
accidents to the economy was more than $5bMoa 

That's Just the beginning. The council's figures do not 
measure the more insidious health threats now affficbng 
agricuTture. Those hazards, which scientists are just 
beginning to document include leukemia and other 
cancers, hearing toes, stress, farmer's lururxxjIurM and 
other maladies. * " 

The farmer's mounting health woes -an offshoot of the 
industrial revolution on the farm - have received onrv 
scant attention from state and federal agencies, health 
officiats and the public. The few programs that do exist to 
help farmers are uncoordinated, underfinanced and gen- 
erafy have acconipkshedRtle to deal wtt 
of sickness and accidents on the farm. 

There are no preventive programs to deal with these 
occupational problems," said University of Iowa associate 
professor KeOey Donham before the Joint Economic 
Committee of Congress 'ast year. "Therefore, they may 
be expected to continue and their economic significance 
is hkefy to increase." 

Donham toW the lawmakers. "An effective program to 
protect the farmer has fatten between the cracks of 
venous federal and s*ate agencies." Here are some 
examples: 

' Trie Occupational Safety and Health Administration, 
which is charged with protecting the health of 
, America's workers, never sets foot on most farms. 

• The US. Department of Agriculture (USDA). tha 
farmer's traditional aHy, largely r .s Ignored farm 
health problems. Its safety program is short on 
money, manpower and training. 

• Large federal research agencies, such as the 
National Institute for OccupaionaJ Safety and Health, 
often overlook farmers because they have less 
political clout than other worker groups. 

• So Mile information is gathered about farm health 
and safely by government agencies that scientists 
stfl donl know the scope of many problems. 

The deteriorating health on the farm has prompijd a 
cai for stronger medicine The therapy would Include a 
heavy dose of research, better training for rural physicians 
and safety specialists, the creation of a farm-health 
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lobbying group and the devetopment of a national health 
and safety poficy for agriculture. ' 

One of thb loudest cries is for more research. "Agrl- 
culture is reaty the last frontier for occupational safety 
and health research," said James Mercham. director of 
the University of Iowa's Insutute of Agricultural Medteto. 
There's been a real lack of information about the 
problem," ; . 

v But for now, the ImpVxtant questions remalnd un- 
•nsweredr^breathirxjriog dust and manure gas lead 
topermanertlungdamaoe?Whataret^ 
causes of farm accidents? How widespread Is farmer's 
fang disease? Do pesticxfctr trigger such cancers as 
leukemia and lumphoma in farmers? V " 

These chemicals kill birds and everything else. Why 
woukWtrieyber^onhurrmn* 
Dawes of Adel * ' • 

Last year, her husband. Harold/a farmer, cfied of 
rymphomaHewae63 "Healways felt his sickness came 
from the chemicals." she said. "And I thought It was 
cormected, too." ^ „ , u y 

Scientists havent had much luck squeezing money 
Jrom federal agencies for farm health research. They say 
farmers, with less than 5 percent of the population, writ 
never rivet the attention of (ingress. As one scientist put 
It The wheel that squeaks the loudest gets the grease.? 
- Tarmers erenl very we« Jmown Jo the scientific 
communty and the funding agencies," said Keith Long, 
former director of the U of I't Institute of Agricultural 
Medicine. "And their population isn't large. So It's much 
. more rJrfficult to get funds to study theV problem*,* 

Farm health research, said Donham. "hasril been a 
t*er/ funded item because there is no contoKdated oroop 
in agriculture to draw attention to these issues. Most 
research Is awarded to occupational groins that have 
political clouL" ■: 

There's another problem. Untfl scientists can docu- 
ment a health threat, the government isM likely to spend 
money on it. and farm health researchers donl have the 
money to document the problems. *' 

miitetheolds^ofthekWwhor^outofsc^ 
and canl get a job because he doesnl have experience 
because he doesnl have a Job".< , , 

Some work is being done. For example. Merchant 
received a ^ 5.000 grant in 1993 to study the use of 
(Continued on page four) 
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AMPK^WJB*LHEAUH NEWSLETTER 



RURAL HEALTH IN CHINA 

There fe stl time to sign up for the ARHA sponsor 
tour of the People's Rouble of China. August 25- 
September 18, 1965. "The purpose of the Mb it to 
axanw* Chinees heattpoecy. medical education, and 
c*t debts* espsdesy as they relate to rural 
nee»V explained Beverly Ftowley. ma ARHA Goard 
man^wtwiicooraTn al iiigthaatuoVtour. 

"We w« look at rural heath on a numbar of levels; 
Jtowtoy continued. - indudng tha oommuna cWc and 
hceptaid^nosptalandmedk* 
ofthatourweafwuldhavaaaoldovarviawrjfthafunc^ 

Tlmwiba opportune 
inducing diacuaaiona of mutual problems and ihefr 
eoUtone, questions and answers, and avan format pr* 
*"*stkx* Sightseeing at sk^^ 
aRaa w» ba induded in each cfty. with evenings devoted 
to cuttural performances, and ample tkrva fastoptxag. 

Tha tinarary wM induda vials to Shanghai, Suzhou, 
Chenp/Ju,»taUrufT**B^ 
covering araat at rJverse gaographicaVy and cuturafly 
as from Miami to UWe Rock; Kansas City to Seattle: and 
Montreal to Naw York aiy. 

"We w* have accaas to rural heath care tecWee not 
or*wtyopentoWeetemera,-aaWRowtey.who* 
the guide and interpreter wi be a former barefoot doctor 
cut entfy doing graduate work at a university ki Shanghai 

For further rtormatfon. cal or write Or. Rowley. Office 



of the Pretident. Eastern VirgWaMaoical Authority, P.O. 
-Box 1960, Nkyfol(.VA 23501 -8044460025, 

FARM CONTD 

wpiratora among farmers. Oonham it working on a 
$21,753 project with the American Lung Association on 
farm respiratory prot*smt£ 

BUmswimportar* ansae are rtot being atudtodrnuch. 
For example,, thera'a hog lung, an almant that strikes 
many awlna confinement wcrken*|n19ft3.Uniws*yof 

to ^ confinement units. The grant 

was turned down!. , V- ' . 

, 5** •var tiad v any funrJng Jrom the 

|j?S£l Pyfr^ 0 "The agency Is 90 percent pro* 

% ^INDYtHTY CONTD 

* marineorclmbSOfeetdownlr^ 
Fourteen acres of exhibits are mlrxHwgglinaAndifytxr 
headisinlhecky ^there'atheAdk*Pk«neUjrium 

Biackhawka. Bute, Cuba, White SoxTthorcughbrrt 
raclnaCon^F^ 

say moral (Cuba vs. 8L Louis June 14 at 3pm) 
«„I5^? ,t .! on ?, dWnct n^flWto^oodt, the Kasan. the 
Greek, tha Ukrainian VMage. but mostrytrtere'eehodoe- 
podge of Asian, European and South American cuturea 
that cotorfuty blend Here you can try out your college 
Gerrnar; Spanish or French when you're cr^^ 
Paeflt valencmna or escarpote and other exotic foods. 
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Executive Summary 



This statewide manpower study 'was conducted to develop baseline 
information on the geographic distribution of health professionals in Geor- 
gia. Data on thecounty of residence of providers in 13of the health profes- 
sions (1983) were collected from the State Examining Boards, theagency of 
licensure in Georgia. These data were aggregated by 1) Metro politan Statis- 
tical Areas (MSA) and Non-MSAs, 2) Metro Core and Suburban, Non-Metro 
Adjacent and Non-Adjacent counties, and 3) County Population Size. 

The professions studied are: 

• chiropractors 

• dentists 

• occupational therapists 

• opticians 

• optometrists 

• pharmacists 

• physical therapists 

• physician assistants 

• physicians 

• podiatrists 

• psychologists 

• registered nurses 

• speech pathologists and audiologists 

These professions were selected based primarily on the accessibility and 
availability of the manpower licensure data and the role they play in the 
health care delivery system. 

The major findings of the study are summarized below: 

1. The metro ratio of professionalsto-populations was greater than the 
non-metro ratio in all professions except for optometrists. This differential 
was at least thrce-fold for five professions (occupational therapy, psychol- 
ogy, speech pathology/audiology, podiatry and physical therapy). 

2. Comparing the rate of professionals residing in MS/is and non-MSA: 

• The highest rate was either Augusta or Atlanta MSAs in 
nine of the thirteen professions. 

vu 
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• With Non-MSAs, the Central Georgia Non-MSA had the 
lowest rate in five of the "thirteen professions, followed by 
Southwest Georgia Non-MSA in four professions. 

• Except for optometrists, the difference between the highest . • 
and the lowest rates ranged from two to forty times. j. 

3. By metro proximity, the highest rate (professional-to-population) in 
each of the professions was found in either the Metro Core (10 professions) 
or Metro Suburban (3 professions). Hie lowest rates were found predomi- I 
nately in Non-Metro Adjacent (8 professions) or in the Non-Metro Non- ! 
adjacent (4 professions) areas. The differences between the NIetro Core and I 
Non-Metro Adjacent rates ranged from no difference for optometrists to a j 
six-fold difference for occupational therapists and an eleven-fold difference I 
for speech pathologistsyaudiologists. ; ' ' ' • f 

4. When analyzed by size of county population, the distribution pattern f 
generally had the highest, professional-to-populatibn rate in the group o( ; 
counties with 150,000 and above population. The rates decline as the sizepf I 
the county population decreased. The lowest rate was in the below 10,000 
population group. This linear pattern was present in all . professions i. 
although three professions exhibited mmor variations. ' **> *' j 

! 

5. Physicians and registered nurses were also analyzed with respect to J 
previous inventory data which were available from past studies. With both 
professions, there was a considerable maldistribution in the earlier.period 
which decreased only slightly by 1983. 

♦ 6. Due to the relationship in the demand for nurses and the number of ; 
inpatient beds, registered nurses were analyzed in relation to the number of ! 
general hospital and nursing home beds available in each area. There was ; 
almost half the number of nurses*per*bed in non*metro counties as in metro j 
counties. * : 

7. Recommendations are made that coinprehensive health manpower » 
data collection, analysis and planning be conducted on an ongoing basis in i 
the state. i 

In summary, there is a chronic and severe geographic maldistribution 
of health professionals living in the state of Georgia. It is evident that an 
ongoing manpower planning program should be established to study and 
monitor changes in the geographic distribution of professionals and that 
new and innovative approaches to solve maldistribution problems should 
be taken. 
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Health and Demographic 
Characteristics of Georgia: 
Rural/Urban and North/South 



J» Stephen Wright^ PhD^ Statesboro 
Owen F. Gaede, PhD, Statesboro 
Dale W. Uck, PhD) Statesboro* 



*Dr. Wright is Director, Office of Rural Health, Dr, Gaede 
is Director of Planning and Computing Services, and Dr. Lick 
is President, Georgia Southern College * 

Address- repriat requests to Dr. Wright, Box 8148, Georgia ' 
Southern College, Statesboro, Georgia 30460. 
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CONCLUSION 

tarsi Ctorgia li, truly a "hvalth disaster «r«*." People art dying festsr 
than tht a tats average from ail cf tba major causa • of death. The mean cruds 
death rats it A7X hightr in rural counties than in metropolitan countiaa. Hauy 
dlffsrtat cauaaa of daath contribute to tha hlghar rural daath ratt« 

With aigttlf icantly higher' daath rates than expected from tha major cauaat 
of dsath, tht need and demand for haalth cart profess ionale in rural Caorgla 
mutt be greet* mewsvar, in contrast to tha apparent need in "rural counties, 
manpovar atudita reveal critical shortages of physicians, nursss, dentists, aad 
'many othar haalth profattioaalt in rural Georgia (*). 

Ugh mortality t cads tics coupltd with am oldsr, poorer, lttt aducattd 
population prtaaut a devaetatlug picture of haalth in rural Georgia* Shortagea 
in practically all the health proftttiont can only aggravate an already had 
tituation dut to the lack of cart avallabls to tht res ideate* 

The atati sties from north/south also rs res led difftreneea in health and 
demographic factors* la general, north Georgians were betttr educated* had a 
lower percsntage of poor poop is, and a lower percentage of population owr 65 

years. This patttrn la consistent with the lower death rate found In north 

1 ■ 

Georgia* however, the much lower median agt in south Georgia is a factor 
inconsistent with the higher south Ceorgie death rata* Haalth proftaeionele ere 
alto lata availablt in touth Ceorgle(t), providing proportionattly less care to , 
a alckar population* 

Art thert e tuple solutions to thett p rob least The answer it, obviously, 
no* Some action it now being taken: at leatt two health manpower sducatlonal 
programs targeted specifically to rural £rvas, ftdtrel end stats scholarship 
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program*, the U.S. Department of Health tad Human Serrlct*s rural health 
initiatives, and tht Ceorgle Department ci Human Keaourcca* primary care- 
tffortt. However, much mora needs to be <lon* t including expanded health' 
prof ttt tonal educational activities ead resuarch on rural health problem. 
Health promotion and dlaeate prevention program* aimed specifically at the 9 
respective rural problems should be expanded. 
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VARIABLES 



MAJOR FINDINGS 



E. Ceneral Background 
and Sociodemographic 
Characteristics 

1. Geographic Origin 



Tht AAMC Longitudinal Study of 
Medical School Graduates found that 
once specialty differences, are 
taken into account, only background 
characteriatica* particularly the 
•ire of community lived' in most of 
life, are significantly related to' 
location choice (1979). Long 
reports several atudiea Which have 
determined that physicians are ^ ' 
more likely to locate 'their"' 
practice in communities whose size 
resembles those in whicfc they 
lived 'prior to attending Medical 
school (1975). Hassinger'also 
reports that rural as well ea ' 
urban primary care physicians" were 
likely to return to practice in 
placea similar^in size to where 
they were born. (1979).' lfca 
probability of choosing a given . ' 
practice -location increases with 
the amount of prior contact, 
including place of .birth (Yett, 
19/3)* Hassinger found that 
selection of a practice aite is 
based on preferences developed in 
the socialization of early years 
and aV.ored through training and 
career experiences (1979). 
Velakotten's study of U.S. medical 
school graduate* for. the period 
1915-1955' concluded that all prior 
location factors influenced a 
physician'* location choice (I960). 
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Senator Abdnor. Thank you, we will do that in a little bit if we 
have time. Your figures are very, very revealing,. Mr. Wright, I 
assure you. 

The next gentleman is a fellow who has probably not had time to 
do the research, he is too busy doing the practical things. He does 
not cany the name "Doctor" but he is a very important person in 
health services out in western South Dakota where people come to 
him from over 50 miles away. He is a physician .assistant' and has 
done wonders for our rural State because you are talking about the 
rural of all rural in this case. I know that Dave can give us some 
very valuable input 

STATEMENT OP DAVID CUSTIS, RN„ WALL CLINIC, WALL, SD 
Mr. Cusns. Thank you, Mr. Chairman. 

As the Senator said, my name is David Custis. I am a registered 
nurse, nurse practitioner, and physician assistant I am employed 
by the Wall Rural Ambulatory Care Clinic in Wall, SD. Wall is a 
small village of 929 people at the edge of the Black Hills in western 
South Dakota* I work with .Dr. Robert Hayes who is unable to be 
here today because of recent cancer surgery from which he is re- 
covering. 

Concern for providing health care to rural areas in South Dakota 
prompted the 1975 legislature to appropriate .$60,000 for the devel- 
opment and implementation of a program for physician assistants. 

In its charge, the University of South Dakota School of Medicine 
developed a new program under the direction of Dr. Robert Hayes. 
The plan called for physician assistants to be located in Wall, 
Murdo, and White River with Dr. Hayes supervising all three phy- 
sician assistants from Wall. 

Community support for the physician assistants was overwhelm- 
ing in the small community of Wall. Over the 10-year history cf 
the Wall Clinic, many things have changed. The most significant 
thing being that the Wall Clinic has grown from a Government 
supported entity to a nearly self-supporting organization that is 
providing rural health to a community that cannot afford the full- 
time services of a doctor or a hospital. _ 

South Dakota's Physician Assistant Law was designed and writ- 
ten to allow physician assistants to provide medical care under the 
supervision of a physician in isolated rural communities. The clinic 
now contracts privately with Dr. Robert Hayes as supervising phy- 
sician and the nine-person volunteer board of directors meets 
monthly to assist me with the financial affairs of the clinic. 

Since our beginning in 1975, we have been able to provide the 
primary medical care for about 15 patients per day. Our clinic esti- 
mates that the clinic has seen somewhere around 38,000 patients 
since 1975. The area in which the clinic serves is a 6,000 square 
mile area. Many of these patients have to drive over rough gravel 
roads to get to our clinic. However, you never hear of any com- 
plaints because without the clinic in Wall, many of them would 
have to travel anywhere from 70 to 100 miles one way to see a 
health care provider. J$ 

Dr. Hayes and myself treat both' the young and the elderly. But I 
believe the best service we provide is the care for the elderly. Here 
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is an age group in which it becomes more and more difficult , to i 
travel long distances to see a doctor, especially- when they dcfcnoti 
have any means of transportation to. take them there>Not only, do 
we p*oyide care at the clinic but we will make house calls when 
thgrare unable to get to toe^inic. f ^ast. winter, cin a cold, snowy 
night, I visited an elderly jrentleman. in Quinn, SD, 6 miles from 
Wall, to treat him for fltu The daughter thanked me over and over 
^mjt * ^"gh l* 1 ** out inrnwhere/Also, last week Ttieated, 
an elderly lady, I administered IV chemotherapy in her home be-' 
cause ;sheVvanted^o be near her f^y^and^tWh^ 
travd tqlRapid r%for;that thewffiyT * ' ^V/^: 

If dmy i? f our . Meats need to be hospitalize <or see a pUMcian,- 
we usually send them to Rapid City which. is 52'milee wesPbf us !; f 
We tajr to get the ^atiwtrto/tSfe doctor* of their ^ ch3ice;fH.mariy 
cases, w& will work with T the^doctdr so the paiietfr will not Have to 
make the long drive back for rechecks* In cases of emergencies otir- 
job is to get the patients comfortable and as stable as we can before? 
we move them 52 miles away by ground* ambulance: n ^ ^ • 

You see, you Members of Congress did a gdod job for Us in rUral 
America when you authorized the Rur& Health Clinic Act "and 
when you also authorized the Emergency Medical Service Act 
which helped lis get our ambulance service modernized and iriio 
the 20th century. We Have an excellent volunteer ambulance>serv- 
ice in Wall which helps our clinic exist Without an adequate am- 
bulance service, a rural health clinitf , would not.be able to.^acuate 
patients satisfactorily. These two bills you nassed in the 1970's are 
paving off for us in the 1980's. / - 

TT Under the Rural Health Clinic Act, we are a registered Rural 
Health Clinic and are able to give care to Medicare and Medicaid 

gitaents. We are regularly inspected by the State Department of 
ealth for Medicare. This is done to be certain that we meet the 
minimum standards for delivery of health care at our clinic. In ad- 
dition to being monitored by the State Health Department, we also 
have our own internal review process in our clinic. So, walfeel that 
we give a good standard of medical care. We welcome examination 
and inspection of our clinic and our work because it gives us a 
chance to showoff our quality of medical rare. / 

We are also pleased that weJiave been able to hold the cost 
down. No matter what we do,- the cost of medical care is high 
enough but our costs are consistently less than average. Our secret" 
is, of course, not to order what we do not need. Our. laboratory, 
EKG, and x rays are used "only when needed. T 
We see a good many'fourists in our little village because of the 
location of the famous Wall Drug Store and other attractions. The 
tourists come to the clinic with anything from sore throats to con- 
gestive heart failure. They are also very thankful for the clinic in 
Wall, so much that last summer I saw a patient from Chicago with 
a sore throat. They had heard about the clinic from .their neighbor 
who had been in the clinic the month earlier. The tourists also re- 
marked about how low our charges are; y : 

In summary, I want to thank the' Congress and* our Senator, 
James Abdnor, in particular for the support you have provided us 
through the Rural Health Clinic Act and the Emergency Medical 
Service Legislation. These two pieces of legislation have gone a 
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long way in trying to give people in rural America access to quality 
medical care at reasonable cost 

As a physician assistant, I am proud to be part of that scheme of 
things. Our problems now are trying to keep up the quality of med- 
ical care we are able to give as the new medical technology contin- 
ues to explode around us. We learn more and are able to dp more 
each day, but all this translates into increased costs. We continue 
to try to hold the line and use the best of the older ^cbeptable 
treatments, carefully select the new and more expenave^ proce- 
dures. We will continue to work at the unglamorous job pf 'primary 
care which is what we do in a rural health jdinic. It /is. what we. 
need out in our country, and our people know ^ 'J^ , 

Last February, when I testified in Freeman, SD a group of farm-* 
ers were there from my hometown of Scotland, SD/TMt afternoon, 
after I testified, my father asked them whatJhey got out of my 
speech. They all agreed that it was a Federal project that worked. 
So, thus the rural health clinic is a bright spot in rural America 
and I would like to thank you collectively and each of you individ- 
ually for your continued support, i 

As Senator Abdnor knows, Dr. Hayes, who has done a lot for 
rural South Dakota was unable to be here, and he put his thoughts 
and ideas into this speech. He wanted to especially thank Senator 
Abdnor for all the support that he has given clinics such as Wall. 

[The prepared statement of Mr. Custas follows:] 
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Prepared Statement op David Cusns 
THE RURAL HEALTH CONCEPT 

Mr. Chairman, members of the committee, staff and guests. I am 
David Custis, R.N., Family Nurse Practitioner and Physician Assistant. I ■ 
am employed by the Hall Rural Ambulatory Care Clinic in Hall. South Dakota. 
Hall is a small village of 929 people at the edge of the Badlands in Hestern 
South Dakota. I work with Dr. Robert Hayes who is unable to be here today 
because of recent cancer surgery from which he is recovering from. 

In attempting to provide the rural areas of the State of South Dakota 
with primary health care, the 1974 South Dakota Legislature by legislative 
mandate charged the University of South Dakota School of Medicine, with the task 
of developing and implementing a four-year degree granting Medical School 
that would place emphasis on Family Practice. 

Further concern for providing health care to the rural areas of South 
Dakota prompted the 1975 Legislators to appropriate- $60,000. for the development 
and the implementation of a program for Physician Assistants. 

In its charge, the University of South Dakota School of Medicine' 
developed the new program' under the direction of Dr. Robert Hayes. The plan 
called for Physician Assistants to be legated in Hall, Murdo and White River 
with Or. Hayes supervising all three Physician Assistants from Hall. 

Community support for the Physician Assistant's program was overwhelming 
and a local volunteer non-profit committee was quickly organized to supervise 
the business affairs of the proposed clinic. Financial support for the project 
not only came from the Federal and State Government but also from community 
minded citizens, organizations and local government. 
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Over the ten year history of the Wall Clinic many things have changed. 
The most significant thing being that the Wall Clinic has grown from a govern- 
ment supported entity to a nearly self-supporting organization that is providing 
Rural Health to a community that cannot afford the full-time services of a doctor 
or hospital. 

South Dakota's Physician Assistant Law was designed and written to allow 
Physician Assistants to provide medical care under the supervision of a physician 
in isolated rural communities. The Clinic now contracts privately with 
Dr. Robert Hayes as supervising physician and the nine person volunteer board 
of directors meets monthly to assist myself with the financial affairs of the 
Clinic. 

Since our beginning in 1975 we have been able to provide* primary medical 
care for about 15 patients per day. Our Clinic Board estimates that the 
Clinic has seen some 38,000 patients since 1975. The area in which the Clinic 
serves is a 6,000 square mile area. Many of these patients have to drive 
over rough grayel roads to get to our clinic. However, you never hear of any 
complaints because without the Clinic in Wall many of them would have to 
travel anywhere from 70-100 miles one-way to see a Health Care Provider. 

Dr. Hayes and myself treat both the young and the elderly. But I believe 
the best service we provide is the care for the elderly. Here is an age group 
in which it becomes more and more difficult to travel long distances to see 
a doctor, especially, when they do not have any means of transportation to 
take them there. Not only do we provide care at the Clinic but will make house 
calls when they are unable to get to the Clinic. Last winter on a cold, 
snowy night I traveled to Quinn, five miles from Wall, to see an elderly man 
suffering from the flu. The daughter thanked me over and over for being 
here because it is tough living in no where. Last week I went into an elderly 
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lady's home to administer IV Chemo-Therapy because she wanted to be near her 
family and it was hard for her to travel to Rapid City for the therapy. 

If any of our. patients need to be hospitalized or see a physician we 
usually send them to Rapid City which 1s 52 miles west of us. We try to get 
the patient to the doctdr of their choice. In many cases we will work with 
that doctor so the patient will not have to make the long drive back for 
re-checks. In case of emergencies our job 1s to get these patients comfortable 
and as stable as we can before we move them the 52 miles west by ground 
ambulance. 

You see, you members of Congress did a good job for us In Rural America 
.when you authorized the Rural Health Clinic Act and when you also authorized 
the Emergency Medial Service Act which helped us get our Ambulance Service 
modernized and into the 20th Century, we have an excellent voluntary ftmbulance 
service in Wall which helps our Clinic exist. Without an adequate Ambulance 
Service a Rural Health Clinic would not be able to evacuate patients satis- 
factory. In Rural South Dakota we do have some problems with not enough • 
ambulance volunteers. This does threaten the lost of these services in small 
towns. 

These two bills which you passed in the seventies are paying off for us 
in the eighties. 

Under the Rural Health Clinic Act we are a registered Rural Health Clinic 
and are able to give care to Medicare and Medicaid natlents. We are regularly 
Inspected by the State Department of Health for Medicare. This is done to be 
certain that we meet the minimum standards for delivery of Health care as a 
clinic. In addition to being monitored by the State Health Department, we also 
have our own internal review process in our own clinic. So we feel that we 
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give a good standard of medical care. We welcome examination and inspection 
of our clinic and our work because it gives us a chance to show off our quality 
of medical care. Yes, we do accept Medicare assignment. 

We are also pleased that we have been able to hold the cost down. No 
matter what we do the cost of medical care 1s high enough but our costs are 
consistently less than the average. Our secret 1s, of course, not to order 
what we do not need. Our laboratory, EKG, and X-Ray are used only 1f needed. 

We see a good many tourists 1n our little village because of the location 
of the famous Wall Drug and other attractions. The tourists come to the CMnic 
with anything from sore throats to Congestive Heart Failure. They are also 
very thankful for the Clinic 1n Wall. So much, that last summer I saw a patient 
from Chicago with a sore throat. They had heard about the Clinic from their 
neighbor who had been 1n the Clinic a month earlier. The tourists also, remark 
about how lew our charges are for the work we do. 

In summary, I want to thank the Congress and our Senator James Abdnor 1n 
particular, for support you have provided us with through the Rural Health • 
CHric Act and the Emergency Medical Services Legislation. These two pieces 
of Legislation have gone a long way 1n trying to give people 1n Rural America 
access to quality medical care at a reasonable cost. As a Physician Assistant 
I am proud to be part of that scheme of things. Our problems now are to try 
to keep up the quality of medical care we are able to give as the new medical 
technology continues to explode around us. We learn more and are able to do 
more each day but all of this translates Into Increased costs. We continue 
to try to hold the line and use the best of the older accepted treatments 
and carefully select the new and more .expensive procedures. We will contlriue 
to work at the unglamorous job of primary care which <1s what we do 1n a 
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Rural Health Clinic. It Is what we need out In our country and our people 
know It. t 

Last February when I testified In Freeman, SD, a group of farmers''were 
there from my home town of Scotland, SD. That afternoon after I testified 
my father asked them what they got out of my speech. They all agreed that 1s 
a government project that worked. They are so Hght a Project that the , Federal 
Government, State and Local organizations worked together to provide a brighc 
spot 1n Rural Health. 

I thank you collectively and each of you Individually for your continued 
support. 

Senator Abdnor* Thank you, Dave. You do a fine job out there 
and I am sure the panel members get that feeling from your testi- 
mony here. You are following in the footsteps of a mighty oufc 
standing rural health leader, Dr. Robert Hayes. We do hope he is 
making a splendid recovery. " **\ " * * 

I do not know how many areas of the country have rural areas 
as we do, but do you think the Wall Clinic is a success story that 
would serve as a model for other rural communities? M 

Mr. Cusns. Oh, certainly. There is in South Dakota, for example, 
White River, Murdo near your home; there is Buffalo*. Faith, to 
name a few. In the eastern part of the State there is Elk Pbint, 
Bryant, Howard. They are spread throughout tha State and each 
one of them is very useful in rural South Dakota, so people do not 
have to drive the long distance they would have to in South 
Dakota* 

Senator Abdnor. Thank yov\ Dave. 

Just to show you what we mean by the "rural world," we have a 
lot of these little towns next to Wall, 50, 60 people. Even if we did 
come up with any new programs, it would be hard to design them 
for rural America. . 

Mr. Cordes, we are happy to have you here from the Department 
of Agricultural Economics at Pennsylvania State University 

We welcome you to the panel* 

STATEMENT OF SAM M. CORDES, ASSOCIATE PROFESSOR OF AG- 
RICULTURAL ECONOMICS, PENNSYLVANIA STATE UNIVERSITY 

Mr. Cordes. Thank you, Mr. Chairman and guests. 

I am sorry to say that I am one of ' those unfortunate statistics 
that you talked about at the opening. I am originally from western 
South Dakota, where my family still lives. '* * 

Senator Abdnor. I did not know that. ' 

Mr- Coiuhm- I know you did not know 'Jta&rBut, I was educate* 
at South Dakota taxpayers' expenoe, including a one-room rural 
school from grades 1-8, then high school and college. Since, I have 
gone onto greener pastures elsewhere," fifljt Washington State Uni- 
versity and now Penn State University where I do applied 
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economic research on rural development issues, and rural health 
care services in particular. 

I am just going to summarize my remarks— it may be a. little 
rough — in the interest of time. I do nave a prepared statement for 
the record. 

Senator Abdnor. It will be made a part of the record. 

Mr. Cordes. I would like to touch on three or four main points. 
One is the relationship between rural health and rural develop- 
ment 

Second, the precarious position of the rural hospital and, third, 
the question of physician distribution. 

On the issue of the relationship between rural health and rural 
development, the obvious reason that we want health care in rural 
areas is to take care of the people in need, such as my fellow panel- 
ists just described. But there are other reasons beyond that. 

"Human capital" is an economic development term. It is a fancy 
term that simply says that investing in human beings is important. 
People are productive assets and you get an economic return from 
that kind of an investment. There is at least one study that sug- 
gests that the single greatest barrier to labor force participation in 
rural areas is health problems. ' 

Second, communities will not be as successful in attracting new 
businesses and industries into their areas if they do not have an 
adequate service base. 

Third, from a recent study we finished in an eight-county rural 
area of Pennsylvania, we found that the hospitals alone in that 
area had $16 million in cash and short-term investments. More im- 
portantly, 90 percent of that $16 million was held in local financial 
institutions. * 

Now, this represents a substantial pool of investment funds, 
whether they be for agriculture, for individuals, or for business and 
industries in those communities. 

Fourth, and perhaps the most important, is the employment im- 
pacts of the health care sector in rural areas. In the same study, 
we constructed a hypothetical rural town of 7,700 people and esti- 
mated that a hospital in that community would employ 469 people. 
If you take into account the multiplier effect associated with the 
fact that the hospital spends locally and so on, you add on an addi- 
tional 231 jobs. So, it is not at all unrealistic to argue that the ho*- 
pital in many rural communities is the single largest employer, 
and may represent at least one-fourth of the local 'labor force.;. * 

But what is the position of the rural hospitals? Well, at the 
moment, in many cases they are in rieal tough shape. Recent evi- 
dence suggest? that expenditures are exceeding revenues by about 
7 percent for hospitals with less than 25 beds, and 82 percent of * 
these hospitals are located in rural areas. 

Senator Abdnob. How many beds did you have with those 450 
people? 

Mr. Cordes. By South Dakota standards, that would be a large 
hospital. That would be a hospital of about 200 beds. 
Senator Abdnor. All right. 

Mr. Cordes. One of the main reasons that hospitals are having a 
real struggle at the moment in rural areas is because the Medicare 
reimbursement system has been changed to a prospective payment 



ERIC 



153 

system.,,Now, Medicare ie concerned about the spiwding -coats of 
wSMi as i an economist, I have great appreciatioii for the~ 
need to hold down the. Nation's health care spending] 

But, I hope that in our zeal for cost containment; that we do nbtf 
at the same time throw the babyoutwith thetbath wafeivl have at 
least ff couple otfconceras. r'i*v ■ •« n ' > , , -ij-; ..r .»»{.: 

One, "I would suggest that the goals of access tbjWcKare'eauitv 
aretat least as important as is the goal?bf cost con'ta&meht ' Ani 
lets put this in perspective. The^batfle fbr v h^thtcare,cost'contain^' 
ment is not gomgtobe won or lost itfplaces like Down EastCom- 
! n T fy /^y M ? chia8 i ME ' Clearwater Valley Hospital 
in Orofmo, W That battle for cost containfet'will b^wSo* 
lost, in the Nation s giant hospitals, in the mem^'lchbol'cbmplex- 
es, and those who are going to have to make the tough'^decislons' 
about the cost implications of artificial beart transplants^ those 
kinds of things. " • > Jn ••' '!<■; ■ $ r,^. 

Second, whenever we implement a new program, I think we have 
to be careful that we do not accidentally introduce discriminatory- 
kmds of practices. It is real clear^the evidence is mounting, that 
the Medicare reimbursement system has mdefensmle variations in 
terms of the payment rates received by rural hospitals. i - '-- 

Rapid CUy, SD, for 'example, is considering a special census at 
the moment to see if they have enough people to be reclassified as- 
a metropohtan^aresL One of the primary^reasohs for this is that it> 
mn mean an additional $1 million in Medicare revenue for Rabid 
City Regional Hospital. f 

Senator Abdnob. That makes thatimuch difference? '* '- s . *. 

Mr. Cop*. Yes. For that hospital and that community it will 
make a ?1 million difference depending 6n whether they are reim 
bursed on the rural versus the urban rate. Currently, Rapid City is 
classified as nonmetropolitan according to the Census. ' " * ■ . 

Senator Abdnob. Is it a pretty good ; bet they;are going to make- 

Mr. CtoBDES. Pretty close, they were 4,000 people short in 1980. 
They need 50,000 and they had 46,000. - - - * ! 

Senator Abdnob. Go ahead. .•»•*« 

Mr. Cobdes. Let me turn to the issue of physician distribution. 
Now, we all know that there' has been a giant increase in the 
supply of physicians in the last 10 to 15 ? years. In fact, that has cre- 
ated a new "buzz word'' in the ruralf health policy field, and that 
buzz word is diffusion." The idea is that urban areas will become 
saturated with physicians and then physicians will "diffuse" into 
rural areas. . < •, t ?t* ^, 

Well, if you look at all the nonmetropolitan or rural counties 1 
acrossthe country, you find that between 1970'and 1980 there were 
an additional 13,899 physicians in rural counties. £ ; 

Now, at first glance this suggests that diffusion is, in fact, work- 
ing. But, if you look behind those statistics, you find that what is 
really going on is— to use a rural metaphoi^that %e are really 
feeding the chickens by first giving the ^ oatsito the'horses'. " ~* 

Specifically, while tfiere were"13,000 physiciariB>being located-or 
relocating in rural areas, there were 90,000%ew doctors in urban 
areas. In other words, for every onS doctor" that lbcated in a rural 
area, there were more than, six that located in an urban area. This 
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happened despite the fact that the population growth was faster in 
rural areas, and also despite the fact that ,rural areas started the 
decade of the 1970*8 with a .physician-^o-population ratio that was 
less than one-half of that in urban areas. >.>-.■ < p ■ 

So, in a relative sense* the disparity has widened. More impor- 
tantly, this concept of physician (Effusion has •'absolutely no impact 
on many rural areas. In fact, 37 percent of the Nation- s rural coun- 
ties, have had absolutely no increase in their physician-population, 
ratio between 1970 and .1980. , f * . 

Those rural areas, at least, r as defined by the Bureau £f Census, * 
that have benefited the most from physician diffusion;?! ''think, are * 
quite unusual kinds of areas. » ..as* 

Let me just share with you information *6n six or .eight such 
counties. These happen to be the rural counties in their respective * . 1 
States that gained the most physicians between 1970 and 1980 %. f £ 

First, Pennington County, SD had 65 physicians in 1970fand % 
gained an additional 42 during the 1970's. Virtually all of these 
doctors are located in Rapid City. Rapid City,, as you know, Senator 
Abdnor, is a lovely place. It is South Dakota's second largest city 
located at the foothills of the Black Hills, near Mount Rushmore 
National Monument, and so on. ; ^ . , 

It is of interest to me at a personal level that my family's ranch- * : 
ing operation finds Rapid City, to be the closest physician these 
days, and that is a distance of 60 miles. Now, 40 years ago, before 
all these great benefits from diffusion, the nearest physician was 26 
miles. 

Santa Fe County, NM had 77 physicians in 1970 and gained an 
additional 82 during the 1970's. This county includes Santa Fe, the 
State capital, and New Mexico's second largest city. As the Na- 
tion's second oldest city, Santa Fe has a rich cultural heritage and 
has been described in glowing terms in various publications,- includ- 
ing National Geographic. * , ^ 

Collier County, FL had 50 physicians in 1970 and gained an addi- ? 
tional 101 physicians during the 1970's. It is on Florida's Gulf, .j 
Coast, includes the town of Naples, a rather exclusive retirement, 
community located 35 miles from the Fort Myers metropolitan 
area. 

Mesa County, CO had 90 physicians in 1970 and gained an addi- 
tional 72 between 1970 and 1980. Mesa County is located on the 
scenic western slope of the Rocky Mountains and contains the Pow- r 
derhorn ski resort and Grand Junction, the major trading center 
for all of western Colorado. 

San Luis Obispo County, CA had 155 physicians in 1970 and 
gained an additional 105 doctors during the 1970 r s. The county's . 
population grew by 47 percent and by 1980 had a population in 
excess of 150,000. San Luis Obispo County is located on a v well- 
known stretch of the Pacific . Coast. It includes San Simeon 'fend 
Mono Bay and the town of San Luis Qbispo, home of California - * 
Pohrtechnic University. v . . . 

Grafton County, NH had 209 physicians in 1970 and gained an 
additional 95. Grafton County includes much of the White Moun- 
tain National Forest, several ski areas, and the town of Hanover 
which is home of Dartmouth College and the State's only medical 
school. . „ £ 



m . 159 



155 

Cole County, MO had 63 physicians in 1970 and gained an addi- 
tional 43. Cole County includes Jeffereon City, the State capital 

finally, Beaufort County, SC gatoed an additional 61 physicians 
during the decade of the 1970's. It is located on the Atlantic Coast 
and includes Hilton Head Island resort area ' , \ 

Now, I would submit to you that these counties are not theJrinds 
of counties that we are concerned about when we talk about rural 
health care needs. These counties were relatively well endowed f to 
begin with, and they bear, virtually no resemblance to the kinds of 
counties that we are concerted about in terms of being remote, 
rural, and needy. • , r > ; 

These data suggest to me that this concept of physician diffusion 
really has no part in rural health policy, or very little part, unless 
you want to assume that all rural .communities can either attract 
or develop a m^jor university, hopefully one with a medical school; 
a national park; the State capital; and maybe aboastal resort * ** 

However, it appears that there are those who believe.that this 
kind of thing will happen. Some of the programs like the National * 
Health Service Corps and the Community Health Care Centers Act 
teat provide needed services to areas that are not represented by 
the lands of counties I just described are to be eliminated according 
to certain budget proposals coming out of this adpunistration^ 

It is absolutely ludicrous, I think, to suggest that this idea oif 
physician diffusion will render these kinds of programs obsolete. 

Finally, within the context of the policy framework— whether it 
be rural health or rural development— I would hope that as the 
committee debates, and develops, and implements policy, that a < 
couple of things will be taken into account. 

One is recognition of the extreme diversity in rural areas. What 
works and what does not work, and what is needed, in a place like 
Willachoochee, GA, will not necessarily be what is needed and 
what works in Tonopah, NV. ' 

Second, in the case of health care I think we are go^ng to have to 
grapple with how we view health care* Is it something that is to be 
guaranteed, at least some minimal amount, regardless of place of 
residence? It seems to me that if we sit idly by and accept the 
demise of the National Health Service Corps, and the closure of 
rural hospitals, we are really saying that some people, by virtue of 
where they live, really sliould not be entitled to basic health serv-' 
ices. 
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I happen to personally reject that idea* In some quarters I have 
even heard people argue that rural people ought not to complainjdf 
they do not like the services that are there, they ought to*relpca[te. <T 
This reminds me o* the individual who wasaUegedly enraged and 
exasperated on December 7, 1941, and said, "Well, whafrin the hell 
was Pearl Harbor doing out there in the middle of the Pacific 
anyway?" * 

I know, Senator Abdnor, that you are, more sensitive and sympa- 
thetic to rural concerns than that; and I hope that you can get 
others in the Congress, as well as in the administration, -to be 
equally sympathetic and sensitive to the very real needs that do 
exist Thank you. , ( 

[The prepared statement of Mr, Cordw follows^ - ? 
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PlOKF AM3> S^ATKMCKT OF SAM M. CORDIS* 

Rural Healjn and Rural Development 

Good morning Mr. Chairman and manners of the Committee, and thank you 

I 

for tnls opportunity to discuss some of tne nealtn care Issues facing 
rural America. It 1s commendable and long overdue that today's hearing 1s 
talcing place, and I applaud your efforts. The views I snare with you 
today represent a combination of personal and professional experiences. 
At the personal level my rural roots and experiences are genuine— I grew 
up on a cattle ranch In Western South Dakota, attended a nearby one-room 
scnool through the eighth grade, traveled over 70 miles (one-way ) to 
attend nlgn school, and after a year's college taught a one-room rural 
scnool. In terms of professional activities, mucn of the applied economic 
research I have undertaken during the past 15 years— at both Washington 
State University ana The Pennsylvania State University— has focused on 
rural development, with particular emphasis on rural nealtn care 
delivery. Later this year I will be assuming administrative 
responsibilities wltnln the College of Agriculture at tne University of 
Wyoming, and I am especially pleased that one of the College's priorities 
1s the economic development and diversification of that very rural state. 

I'm sure each of us has ocasslonally fantasized aoout how nice 1t 
would be to experience the "good life" in tne country. In large part, our 
fantasies are just that; 1t 1s true, but unfortunate, that today's rural 
reality 1s Inconsistent with the romantic, Idyllic, and pastoral stuff 
from which our dreams and fantasies are made. For examp 1 ?, the Incidence 
of poverty and sub-standard housing 1s greater 1n rural than .In urban 
areas, and the rural population contains a disproportionate snare of the ' 
"transportation disadvantaged 1 ." 

The 11st of grim statistics 1s nearly endless, but I want to move 
beyond the facts and figures which shatter our fantasies about the "good 
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life." Specifically, I want to discuss four Issues: the relationship 
Between rural health and rural development; tne precarious position of 
rural hospitals; tne fallacy of physician diffusion; and two general 
Issues affecting rural policy. 

Rural Health and Rural Development 

I am pleased that the Joint Economic Committee has the wisdom to 
recognize that rural health services have importance Beyond their obvious 
and immediate role of providing care to those 1n need. Indeed, there are 
at least five additional roles or avenues or contribution. One avenue 1s 
through the formation of "human capital." Human capital 1s an economic 
development term that Implies that human beings are productive assets, and 
• tht»t Investments 1n human beings yield returns In the form of Increased 
laoor productivity,, The contribution of health care to labor productivity 
can be Immensely Important within the broader rural development context. 
For example, a study of the South found that health problems are tne 
greatest single barler to labor force participation m rural areas 2 . 

A second role for health care has to do with the ability of rural 
coramur,«t1es to attract and retain jotMndudng businesses and Industries. 
There ere at least two reasons why a community with adequate health care 
will surely be more attractive tt» potential employers than will a similar 
community with Inadequate health care. First, the company may meet strong 
employee resistance 1f 1t tries to transfer certain enployees (e.g., a 
management team) Into a community with sub-standard services. Second, 
buslnessess and Industries are becoming Increasingly concerned, for a 
variety of reasons, about the local availability of specific types of 
health services. Ue recently sent a survey to the Chief Executive 
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Officers (CEO) of all hospitals in Pennsylvania, and 1n that survey 
asked if the hospital provided seven specific services to community 
buslnessess. Approximately four out of the five hospitals provided at 
least one of these services 3 . The CEO was ajso asked about their 
hospitals Involvement 1n efforts designed to attract business and 
Industry Into the community. Nearly ont-:talf of the hospitals (44 
percent) were somehow Involved, and some of the responses were ' 
particularly enlightening. For example, one CEO noted that: 

Representatives of the hospital's top management are key members of 
the local Chamber of Commerce. The Chamber's Committee on Economic 
6rowth nas Identified health services as an Important community 
resource. The hospital has structured preventive ana d1a$ftftst1c 
packaged services to Industry. 
Another CEO wrote that: 
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Areawlde business organizations routinely use the availability of 
hospital services as a recruiting tool. Contacts with business 
organizations are routine. 

The third factor I want to mention has to do with the cash and short- 
term investments held by hospitals, clinics, and other heal unrelated 
Institutions. Part of the study noted earlier involved an analysis of an 
8-county nonmetropolltan area; and we found that the cash artf short-term 
Investments associated with the area's 16 hospitals totalled more than $6 
million. Moreover, yo percent of these funds were held In local financial 
Institutions. These holdings provide a substantial source of funds whlcn 
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can be used for investment purposes by local businesses and Individuals. 

Another factor which links rural health ana rural development nas to 
do with the development of local leadership. Richard Couto nas studied 
the process by wMch rural- communities have .improved their health services 
and notes that: 

Under thr right conditions a process nay occur where the leaders of 
health falrs.and clinics become (or often already are) recognized as 
"doers".; the community begins to think better about Itself, providing 
a boost In mental health; specific skills, such as fund raising, are 
revived; and new skills that are acquired in clinic development, such 
as proposal writing and organizing to ootaln mon^y through revenue 
snaring, can he applied to additions 1 , problems Mke the need for 
improved water systems, roads, and housing 4 . 

A final, and crucial, factor Unking rural health to rural 
development has to do with the employment impacts associated with the 
health care sector. In our Pennsylvania study we constructed a 
hypothetical rural community with a population of 7,700. We determined 
that the typical hospital 1n such a community would employ 469 persons. 
However, a multiplier effect 1s simultaneously set 1n motion because (l) a 
considerable amount of the hospital's revenue 1s from patients who come 
from outslae the Immediate community, and (2) the hospital spends a 
substantial proportion of tnese revenues locally. We estimate that this 
multiplier effect generates an additional 2X3 local jobs 1n our 
, nypothetlcal rural community. Hence, 1t 1s not unrealistic to argue that 
hospitals located 1n rural communities are frequently the community's 
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laryest single employer, ara the direct and Indirect employment Impacts 
could easily account for one-fourth of ain of the community's jods. These 
employment opportunities may be particularly Important as a source of 
supplemental Income for farm families who are trying to weather the 
current agricultural crisis* 

Having sharea with you my 1aeas on the extremely strong linkages 
which exist between rural health services and rural development, I would 
now nice to discuss two health care issues of particular concern to me: 
the precarious position of rural hospitals and the fallacy of physician 
diffusion. 



Hany rural hospitals are facing excruciating financial pressures. 
For example, recent figures show that expenses are exceeding revenues by 
seven percent among hospitals with fewer than 25 beds— 82 percent of which 
are 1n rural areas J . Large lay-offs of staff are widespread, and 
wholesale hospital closures may be 1n the offing 6 . The financial crunch 
stems largely from Medicare's new Prospective Payment System (pps) which 
began 1n October, 1983; and Its associated Peer Review Organization (PRO) 
which began 1n August, 1984* The programs work 1n tandem to control the 
nation's health care expenditures: the PPS,sets rigid limits on the 
reimbursement level for each hospital admission and the PRO program 
effectively reduces the number of hospital admissions. 

As an economist, I am attracted to measures which attempt to stem the 
idpid growth 1n health care spending. However, 1n our zeal for cost- 
containment I hope we don't throw the baby out with the bath waterl I 
have three particular concerns. First, 1n a developed and civilized 
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society we should have the sensitivity and wherewithal to oe at least as 
concerned with the goals of equity and access as with the goal of cost 
containment. The appeal of this broader perspective 1s enhanced when one 
realizes 1t 1s not the savings which may oe realized from the nation's 
small hospitals which make the real difference 1n the nation's health care 
Dili. In other words, the battle for cost containment will not be won or 
lost 1n the corridors of Warren (Minnesota) Community Hospital, 1n the 
hallways of Down East Community Hospital In Machlas, Maine, or by the 
physicians using Clearwater Valley Hospital 1n Oroflno, Idaho. Instead, 
the cost containment battle will be won or lost 1n the nation's giant 
hospitals and medical school complexes, and by those who must struggle 
with the enormous cost Implications of artlflcal heart transplants and 
other technological "marvels. M 

Second, we must be sure that our cost containment policies are not 
Implemented 1n a haphazard fasnlon. For example, the new Medicare 
reimbursement system appears to have Indefensible variations 1n the 
reimbursement rates between rural and urban areas— a variation which 
discriminates against rural hospitals; and the amount of dollars Involved 
1s not trivial. To Illustrate, Rapid City, South Dakota 1s unoertaKlng a 
population census 1n hopes of becoming designated as a metropolitan area. 
Probably the biggest motivator 1s that Rapid City Regional Hopltal would 
gain an additional $l million 1n Medicare revenues 1f it can be reimbursed 
under an "urban" rather than a "rural" rate 7 . Indeed, a draft study by 
the Congressional Budget Office concludes that urban hospitals will 
receive mr°. revenues under the new reimbursement system when componed to 
the prior system; but rural nospltalc will receive less revenue than 
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Third, as we change the rules of the reimbursement game we should 
consider regulatory reform 1n other areas. Many rural hospitals can 
adjust successfully to the financial squeeze if they are given more 
flexibility with respect to existing rules and regulations. For axamole, *■ 
Medicare's "swing-bed" concept gives rural hospitals the flexibility to 
Shift acute-care beds Into long-term-care beds. Unfortunately, this 
allowance 1s available only to rural hospitals with fewer than 50 beds; 
and 1n the absence of a regulatory change the financial benefits of this 
concept will continue to be denied other rural hospitals. Even more 
ominous 1s proposed legislation which places the entire "swing-bed" 
program 1n jeopardy. 

The Fallacy of Physician Diffusion 

Less than two aecades ago the nation was concerned with a physician 
Shortage, and today the concern 1s that the nation may have a surplus of 
7u,0UO physicians oy 199U y . This situation has created a new buzz word 
1n the rural health field. This buzz word 1s "diffusion"; and 1t simply 
means that the pnenomenal recent and projected Increase In physician 
supply should cause physicians to "diffuse" Into rural areas. At first 
glance. 1t would appear that diffusion Is working in that the nation's 
nonmetropolltan counties (those counties not containing, or not socially 
and economically Integrated, with an urbanized centor of b0,000 
population) gained 13,899 physicians during the decade of the seventies. 10 
However, upon closer examination It becomes clear that diffusion Is really 
analogous to "feeding the chickens by first giving the oats to the 
horses." specified* lv, for every additional physician gained oy the 
nation's nonmetro counties, more than six additional physicians were 
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gained by the nation's metropolitan counties. In absolute terms, metro 
counties gained 90,271 physicians compared to the gain of 13,899 by .the 
nonmetro counties. This occurred despite the fact that the rate of 
population growth was approximately 70 percent faster in nonmetro counties 
than 1n metro counties (15.2 percent compared to 9.0 percent); and despite 
the fact that nonmetro counties began the decade with a physldan-to- 
population ratio that was only 45 percent as large as the metro ratio (68 
physicians per 100,000 population, compared to 153 physicians per 100,000 
population). By the end of the decade this disparity had widened even 
more, and nearly 3,000 more physicians (1n addition to the gain of 13,899) 
would nave had to nave located 1n nonmetro counties during the decade of 
the seventies to simply maintain the relative dlspartly (of percent) 
which existed 1n 1970 ! 

The second problem with the diffusion approach 1s that 1t has had 
absolutely no Impact on many rural areas. Nationally, 37 percent of the 
nation's nonmetro counties did not experience an Increase 1n their 
physlcian-to-population ratios during the seventies. In several states 
(Idano, Iowa, Missouri, Nebraska, and Nevada) fully one-half of the 
counties did niot register an Increase 1n their phys1cian-to-popu1 atlon 
ratio! 

Finally, a close examination of tnose nonmetro counties which did 
gain significant additional physicians can best be descrlDed as a case of 
"the rich getting richer." Let me Illustrate by describing the following 
counties which were the biggest nonmetro "gainers" 1n their respective 
states between 1970 ant! 1980: 
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♦Pennington County, South Dakota had 65 physicians 1n 1970, and 
gained an additional 42 physicians during tne seventies. This 
county Includes a large portion of the scenic Black Hills, Including 
Mount Rushraore National Monument. The county also Includes Rapid 
City, South Dakota's second largest city (1980 pop. * 46,492). At a 
personal level, it 1s of Interest to me that tne nearest physlcan 
for ny family's ranching operation 1s 1n Rapid City, a distance of 
60 miles. However, 40 years ago— and oefore "diffusion*— the 
nearest doctor was only 25 miles, and 20 years ago the nearest 
doctor was but 35 miles distance. 

♦Story County, Iowa had 62 physicians 1n 1970, and gained an 
additional 31 physicians during the seventies. The county Includes 
Ames, Iowa, a coaaunlty with a 1980 population of 45,775 and home of 
Iowa State University. 

*Sante Fe Corty, New Mexico had 77 pnysldans 1n 1970, and gained an 
additional 82 physicians during the seventies. The county includes 
Sante Fe, tne state capital (1980 pop. » 48*953) and the state's 
second largest city. Sante Fe 1s located neat* the scenic Sangre de 
Crlsto Mountains, and as the nation's second oldest city has a rich 
cultural heritage, and nas oeen described In glowing terms 1n 
various publications, Including National Geographic. 1 1 In more 
recent years 1t has become a mecca for artists and writers. The 
county's population grew by 40 percent between 1970 and 1980. 
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*Collter County, Florida had 50 physicians 1n 1970, and gained an 
additional 101 physicians during the seventies. The county 1s on 
Florida's gulf coast; and Includes the town of Naples, a rather 
exclusive retirement community (1980 pop. - 17,501) located 35 miles 
from the Fort Hyers metropolitan area. The county's population more 
than doubled during the decade of the seventies. 

♦Mesa County, Colorado had 90 physicians 1n 1970, and gained an 
additional 72 physicians Detween 1570 and 1980. The county's 
population grew Dy 50 percent during the seventies. Mesa County 1s 
located on the scenic Western Slope of the Rocky Mountains and 
contains the Powderhorn Sk1 Resort. Grand Junction (198U pop. « 
28,144), the major trading center for Western Colorado, 1s also 
located 1n Mesa County. 

*San Luis Obispo County, California had 155 physicians 1n 1970 and 
gained an additional 105 pnyslcUns between 1970 and 1980. The 
county's population grew Dy 47 percent during the seventies, and by 
1980 had a population 1n excess of 150,000. San Luis Obispo County 
1s located on a well-known stretch of the Pacific Coast that 
Includes San Simeon and Morro Bay. The town of San Luis Obispo 
(1980 pop. • 34,252), home of California Polytechnic State 
University, 1s also located within the county. 

*Wood County, Wisconsin and ill physicians 1n 1970 and gained an 
additional 100 physicians between 1970 and 1980. Wood County 1s 
home of the Marshfleld Clinic, a very sophisticated medical 
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compl ex, 

♦Montour County, Pennsylvania had 140 physicians 1n 197U and gained 
an additional 110 physicians between 1970 and 1980. Montour County 
1s home of the Gelstngcr Clinic, a nationally renowned medical 
complex. Interestingly, Montour County has the highest 
phys1c1an-to-populat1on ratio of any county 1n the nation— metro or 
nonmetro. 

♦Monogalla County, west Virginia had 190 physicians 1n 1970 and 
gained an additional 160 physicians between 197U and 1980, 
Monogalla County Includes Morgantown (1980 pop, - 27,605), home of 
West Virginia University and one of the state's two medical 
schools, 

♦Grafton County, New Hampshire had 209 physicians 1n 1970 and gained 
an additional 95 physicians between 1970 and 19H0, Gra\ on Coutny 
includes much of the White Mountain National Forest, several ski 
areas, and the town of Hanover, Hanover 1s home of Dartmouth 
College, and the state 1 s only medical school, 

*Cole County, Missouri had 63 physicians 1n 1970 and gained an 
additional -43 physicians between 1970 and 1980, Cole County 
Includes Jefferson City (1980 pop. - 33,619), the state capital, 

♦Beaufort County, South Carolina had 24 physicians 1n 1970 and gained 
an additional 61 physicians during the decade of the seventies. 
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Beaufort County 1s on the Atlantic Coast and Includes trie famous 
Hilton Head Island resort area. 

I submit to you that the nonmetro counties just described are hardly 
representative of the nations rural areas. In fact, one 1s struck by the 
fact that these counties bear virtually no resemblance to any common 
conception of ruralUy. These data suggest to me that "diffusion" may 
have a very limited role to play In an effective and cost-efficient rural 
health policy— unless, of course, we assume that all rural communities , 
can either attract or develop a major university (preferably one with a 
medical school), the state capital, a national parte, or a coastal resorti 
Unfortunately, the current Administration appears to be ma*1ny such an 
assumption in that their proposed budget would totally eliminate National 
Health Service Corps (NHSC) scnolarshlps. The NHSC has been In place for 
over a decade and has Involved the placement of hundreds of physicians 1n 
"underserveti areas." In exchange for agreeing to serve In these at "ids, 
the Federal government pays for the physician's medical education. About 
one-half of these scholarship recipients also receive government salary 
support while his or her practice obligation is being ful If tiled. Another 
program which has oeen particularly helpful to rural areas Is the 
Community Health Centers program (Section 330 of tne PudIIc Health Service 
Act). This program has led to the establishment of hundreds of primary 
health care clinics 1n underserved rural and Inner-city areas. 

It Is absolutely ludicrous to suggest that these programs will be 
rendered obsolete oecause of physician diffusion. Diffusion can never De 
expected to solve the problems of many rural areas. However, It could De 
exuected to oe somewhat more effective If we nad an adequate supply of the 
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right type of physicians. The right type 1$, of course, primary cere 
physicians— and, m particular, general and family practitioners* No 
other type of physician requires as small a population base as ooes the 
general and family practitioner* However, during the decade-of the 
seventies the supply of general and family practitioners* did not Increase* 
despite a 40 percent Increase In the total physician supply. The federal 
government— largely through Medicare— picks up a: large portion of the cost 
of graduate medical education Incurred oy the nation* s teaching 
hospitals* Senator Quayle Is proposing legislation that Mould make this 
Federal subsidy conditional upon the type of physician specialties 
produced by the nation's teaching hospitals, 12 I support this general 
approach and hope Senator Quayle 1 s legislation will Include provisions for 
rewarding those teaching hospitals that Increase the supply of general and 
family practitioners. 

A larger supply of general and family practitioners, with particular 
emphasis given to recruiting medical students from rural areas, would De a 
positive developement. Again, however, 1t Is naive to think that these 
physicians would automatically "diffuse" Into the most rural, remote, and 
needy areas— especially If there Is a wholesale closure of rural 
hospitals, if all areas are to receive some minimal set of physician 
services, the same way that all areas receive some semblance of postal and 
judicial services, some form of subsidy wIM De required 1n certain rural 
areas. 

The Policy Framework 

I would like to close oy making two general comments which I hope 
will be taken into account as rural health and rural development policy 
are considered by, this Committee. First, I would like to point out that 
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one of the most salient characteristics of rural America 1s Its 
diversity. As rural health policy 1s debated, enacted, and Implemented 
this diversity must be recognized. What Is needed and what works In 
Wlllachoochee, Georgia may not be what Is needed and works In Tonopah, 
Nevada. 

Second, we must grapple with the larger Issue of how we, as a 
civilized society, view health care. If we sit by Idly as rural hospitals 
close and as President Reagan calls for the elimination of the National 
Health Service Corps, we are really saylny that government does not have 
an obligation to ensure that all citizens— regardless of their place of 
residence— should have some minimal level of health services available no 
them. I reject that notion, anj am appalled when I hear the argument that 
the rural citizen should relocate, rather than complain, 1f he or she 
doesn't like the level of services available. This line of argument 1s a 
of course, 1ndent1ca1 to tr^t of the exasperated Individual who allegedly 
raged on Dec. 7, 1941 "What 1n the hell was Pearl Haroor doing out 1n the 
middle of the Pacific? 14 I trust that the members of this Committee will 
have a more sympathatic ana sensitive perspective for those 60 million 
citizens who call rural America "home." 

Manic jou. 
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Senator Abdnor. Thank you. I think .you ended this on a note 
that maybe I would like to explore just a little bit. 

First, let me say to all of you how valuable your testimony is. 
When we first started this process, I held a couple of field hearings 
out in South Dakota, and these are some of the things I wanted to 
get into. But the agricultural problems are so emotional out there 
that at each meeting I could not get off the agriculture subject, as 
you know, Dave, when< we were out at Freeman we had * 'huge 
crowd. 1 } k , m 

I have been holding heatings on agriculture for IVz years in the 
Joint Economic Committee and we turned over a great amount of 
testimony to the Agriculture Committees. 

We are really glad and pleased to get into these areas because 
they are all part of rural America, 

You were saying you think the Government does have a respon- 
sibility—apparently somebody does. I cannot figure out who it * 
would be but Government to guarantee some kind of rural services, 
services to rural America, to the rural residents. * 

How far would you go with that? We talked about education, we 
talked about h alth and other things. That could get to be a veiy 
expensive thing if you come along and want to make rural America 
a paradise. k * 

Mr. Cordes. Again, it seems to me that there are certain rural 
areas that simply cannot support locally some minimum level of 
health care services. If that is the case, then we either accept that 
or we say, "No, that is not the way we want it to be/ 9 

Now, exactly where you draw the line, I do not know. I think we. 
are talking about some fairly basic, minimal kinds of services. I do 
not think most rural areas want or need a Mayo Clinic* 

We have been successful in defining some mining] set of stand- 
ards in the case of postal services. I mean, all rural areas, all rural 
people, have postal services, at least at some level, available to 
them; judicial services as well, and so on. 

So, I think it is a judgment call, but I think those judgments 
have been made and can be made. 

Senator Abdnor. Mr. Farmer, your service is a little different 
than the others. How far is it feasible to expect people to come to 
receive your service? 

Mr. Farmer. I think that any time people travel over 30 miles 
for mental health services, there is a dramatic falloff in the follow- 
up rate from visits during a crisis situation to the followup care 
that the> need. 

I tliink that services have to be extended out into the rural areas 
to have the continuity that they need to be satisfactory. 

Senator Abdnor. What is the answer, the doctor moves to the 
town? ) 

Mr. Farmer. Well, I think one of ;he things that the Mental 
Health Service people do is, sometimes we do locate mental health 
professionals out in rural communities and serve, the rural popula- 
tion in a similar manner to the Wall Clinic, , or they come* in and 
work out of a physician's office and provide services on a one-day/a- 
week circuit rider approach out of a metropolitan area, so that the 
services are extended out to the rural communities. 
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I think that there are pluses and minuses to both situations. If a 
mental health professional is in a small rural community, over a 
period of time his personal credibility will be eroded because he is 
so much a put of the social fabric of the community and the pro- 
fessional coming in from an urban area on a regular basis may con- 
tinue to have impact in that community. - * r * • ,f <, & 

I think that for many types of emsigenciee, types of services, I 
think the visiting professional is not adequate to provide the serv- 
ices that the rural community needs to handle the crisis situations 
that develop. . * - x 

Senator Abdnor. Mr. Coward. 

Mr. Coward. I would like to just respond for a second fand use 
the Wall Clinic as an example. I think that if we 'look towards in- 
novative ways of delivering these services, we may have a better 
chance of reaching; both the goal that Sam spells out for us, but 
within the context of the real economic difficulties we are in. 

I think it gets back to a thing that Ms. Dunne said earlier, how- 
ever, which is, those of us who are interested in preparing these 
kinds of new models, as you called them, >fmd it very difficult to 
attract the resources that we need and therefore, when; we only 
think, 'This is the way it is in urban America, How do we get that 
out to rural America, I think we narrow our options rather than 
expanding them if we had the resources to explore alternatives., *. 

Senator Abdnor. Mr. Christenson, can we hear your thoughts on 
this? , ■ / 

Mr. Christenson. I realize that the resources at the Federal 
level are limited and we are straining in that, context But the 
problems in rural America are different than the problems in 
urban America, and we just cannot be residually effective in urban 
America. 

What we need is some real concerted watchdog effort to make 
sure that the legislation that is intended and the funds that 1 are in- 
tended to go to rural America— whether they are in education or 
health— be used to the maximum and particularly that they do not 
go to resort areas or urban fringe areas, that they get out into the 
areas to benefit the rural people. That the physicians do not locate 
in a resort area so we are traveling 100 miles, but that if the pro- 
grams are mandated to get education, health, family service, and 
other kinds of service to rural areas, that they go there and just do 
not go to the urban fringe. ^ 4 > 

Senator Abdnor. We have an example of that. We apparently 
have had programs in the past where we have helped students get 
through medical school and then they are supposed to serve a cer- 
tain length of time out in different places the Government may put 
them. 

Many of them are located on our reservations. We could certain- 
ly use better hospitals for those people, but we cannot keep a new 
doctor there. That is where they are needed. They are needed out' 
in our reservations, we have a lot of people living there. They need' 
health care about as much as anything else. « 

How are we going to keep these doctors on the reservations? 
When they make a contract with the Government, they agreed to 
go to these places. They get out there and stay about 1 year. .The 
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turnover is pretty heavy, is it not, Dave? As a matter of fact, the 
reservations are usually without a doctor. , t 

Yes, Mr. Wright 

Mr. Wright. May I comment on that? 
Senator Abdnor. Yes. 

Mr. Wright. I heard a story the other day about someone from 
Newark, NJ that was assigned a position through the National 
Health bervice Corps in some small county in lower Georgia. They 
will not make it, I can tell you right now. I mean, it is a shock for- 
me and I came out of a moderately sized town to live in. south 
Georgia. But it is a great place. 

Al The problem is* I think, that our educational institutions— and I 
think it goes back to there-are urban oriented. Look at the medi- 
cal schools, they are based in tertiary centers, large hospitals, 
mostly in metropolitan areas. The students that come out ofthese 
programs by and large look at the urban setting as a place to so I 
mean they believe that is where the quality isTV -i, 
i I , th * n ^ we need to re-orient, and. I. would recommend that we 
look at that strongly, re-orient some of those programs. Nurauur 
school is the same way. In fact, do that in all of our health profes- 
sional schools. 

That is the only way that I can see that we can do it without the 
trovernment continuing to provide the service. I think' 1 we are 
always going to have to have Government health care provided in 
certain areas, but I think we could reduce that a great deal , if we 
had some of these what I call rural targeted programs; They re- , 
cruit rural students, have something in the curriculum about the 
rural setting and about the practice, of health care ia a rural area, 
which is f different from urban health care, and try to expedite J the 
rtudents employment or practice, setting; up practice in a rural 
area. 

Senator Abdnor. That is an interesting thought Irkeep referring . 
to South Dakota, because I know that best and it-is pretty rural. 
We arc having a very difficult time, attracting doctors and dentists 
in lotions in South Dakota, in some of our small cities, even. 

We finally put in a 4-year medical schoof at the-imiversity. We 
were helping supplement tuition costs and. making arrangements 
with other schools, but many times these young people gooff to the 
other States to get that degree, they may marry »a lady, or a lady 
marries her husband who is not accustomed to our State, and that 
presents a problem. I have seen them come back and it stall did not 
workout. , . • 

There is a lot of difficulty in trying to do this. We are not going 
to solve it here in this meeting, I am sure. Let us talk about educa- 
tion. 

Mr. Farmer. One more comment? > . , t ; 

Senator Abdnor. Sure. 

Mr. Farmer. On the alcohol, drug, and mental health grant the 
funding was consolidated into a block grant funding to States, and- 
it was based more or lees on the existing mental health services " 
that had developed over the years through the Commui itv/Mental 
Health Center Act. .. - ,7 

The basic formula for rewarding the States was left intact when < 
this block grant funding was put in "place. Now, I understand, there 
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is a movement in the Appropriations Committee to go to a per 
capita basis and shift the mental health moneys to the larger 
States, the urban States* on the basis of population. 

We believe in South Dakota that the exiting services are there 
for a reason and that the formula for funding the States should not 
be changed at this point. It would be a disservice to rural States to 
alter that formula. 

Senator Abdnor. Thank you. 

Education, is it similar to the mental health problem, or is it an 
easier problem to deal with? 

Ms. Dunne. It is certainly not easier. I am fascinated to hear the 
similarities in the kinds of themes that are coming out' of the 
people here who do relatively different kinds of service delivery 



In education, enormous sums of money are spent and they tend 
to be deployed to the people who will make the most concerted 
noise in Washington or in the State capitals in order to get them. 

One of the things about rural people is that they will not make 
concerted noise unless they are pushed absolutely to the wall, as - 
they have been by the agriculturat'crisis recently. 

But the notion is, communities will remain independent, they 
will stand on their own educationally, they will not go and make 
demands; particularly, they will not go and make demands for Fed- 
eral dollars and therefore there is no group to speak for rural edu- 
cational needs as there are groups to speak for the needs of the 
handicapped, as there are groups who will speak for the needs of 
the gifted, for that matter. 

You do not, therefore, get the kind of reinvestment in rural com- 
munities that rural communities need. Now, I do not think the 
answer is programs which are intended to redeploy metropolitan 
teachers to rural areas, that will work only in very limited places. 
It will work in Stowe, VT; it will not work m Alligator, MS. 

1 think this is the point where you need to have other kinds of 
programs, the new model has to come into play. Let me give a very 
concrete example of how that might work. 

Efforts through the Teacher Corps, et cetera, to get people from 
the always urbanized educational institutions out into the genuine- 
ly rural districts have failed— I am a little embarrassed, Grafton 
Uounty having had its cover blown for the essentially northern 
suburb that it is. 

But you can get people to Grafton County and get people to the 
areas around Hanover. You cannot get them up north to the north- 
ern tier of New Hampshire counties which are losing math and sci- 
ence teachers left and right. 

Now, if you say, OK, we will keep sending them out from the 
University of Massachusetts, they are going to remain 1 year, 2 
years, and then they are going to come back down* What you need 
to do instead is to get to the people who are living in Colbrook, to 
take the people who are there, and run a school-based teacher 
preparation program. You certify those people who are already 
committed to remaining in their communities, who have a stake in 
the community itself. You make teachers out of them rather than 
running a continual sort of merry-go-iound, import-export business 
with people from urban settings who would prefer urban settings 
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and who tend not to be either readily accepted by the communities 
nor readily to accept them. 
Senator Abdnor. Pretty good. 

You were .talking aboufrpeople, some groups have representation 
here and are represented in Washington and do nothing but watch 
the program. We see that all the time,; and I can-assure you, ihe 
rural States are always into that one. I know a number of people 
who represent various big cities-in some oft the States here.. As a 
matter of feet I think very highly of the gentleman that was here 
looking after Penn State, he is really a fine guy. 

But where you really need, them, in those rural areas, again you 
have a hard time— well, I had better be, careful of-what I say, we 
are supposed to be representing them,as their : Senatore and Mem- 
bers of the House, wherever we come from. - 

But I know it does make a^ilifference, I know tbpt certain things 
happen in a committee. I get calls from backhome" about it eom^ 
times before I knew about it myself because immediately' that 
person here in Washington, or people who are listening to every- 
thing happening in a committee, immediately put outwhat is hap- 
pening on the hot wirte. , 

But these iare things we have.to try to react to, I guess. You are* 
not going to change the system, we are just , going to. have to do a 
better job of concentrating oh rural America/ 

Doctor, do you have some comments? 

Mr. Delargy. Well, I guess there is some good news out in rural 
America. If you looked back 6 or 7 years ago, you would have found 
one Center for Rural Education, now there are about seven or 
eight, and there ore many States that are looking at the problem. 

Rural people are finally saying, you know, "We have had 
enough. In Tennessee, recently, I was before a bunch of educators 
and they said, "They are no longer going to take our schools away 
from us, schools and Post Offices and other .things zre important, 
and we are going to keep them." 

So, there is an awareness, an awakening, that is taking place and 
I think it is really neat. I think also that the schools are starting to 
take an active interest and an involvement in the rural economic 
development. In other words, they are taking a very pragmatic ap- 
proach to, how can we link education with rural development; how 
can we do, for example, the things that Faith just mentioned in 
terms of making our rural people aware of the potential and giving 
them opportunities to stay within their rural community for health 
services, for education, for transportation? 1 

The other thing is that if we look at two of the mayor resources 
in any community, especially in rural areas, they are youths or 
students and the elderly. We have a high percentage of elderly, 
and we can use them to our advantages by using the school as a 
focus point for bringing them in. 

Recently, in Georgia, we took all the senior class out of a high 
school. We taught them how to read a map— many of them could 
not read a map— and we went out and interviewed 1,800 of the 
2,200 elderly folks in that large rural community. We found out 
what their needs were, and we got the school involved in dealing 
wit.: those needs in terms of health and that sort of thing. 
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We went back to the agency, planning agency, and overwhelmed 
them with the amount of information, the data we had. The conse- 
quence is — and it goes back to kind of blowing your own. horn — we 
had so much data that we were able to get a $50,000 'grant. We 
have had one for 5 years. We have .elderly in each one of the 
schools coordinating a volunteer program. ^ 

So, we are doing many things. We are using that resource and 
that energy. In addition to that, we are also helping those folks feel 
better about their community and their school. So, I think, there is 
some promise out there if we can in fact use the educational proc- 
ess to make people aware of all the possibilities. < r/ 

The other thing, even v though I noticed recently that Pittsburgh 
was voted the No. 1 city, I have not heard too many people talking 
abou retiring and going to Pittsburgh. So,*there is real hope <out 
there us. I think most people want to go if they could haye 
those . Ath services and feel comfortable about an equal educa- 
tion. 

One other comment I would make. Just 2 weeks ago, I was on a 
committee to evaluate a school in suburban Atlanta, an unbeliev- 
ably good school. The next day, I got in the car and went to Fort 
Gaines, southwest Georgia, and T actually had tears in my eyes— 
and I a T n not usually that emotional— to see the inequality within 
our OTvn Sfe;te of what kids are getting in one place arid not an- 
other when the State in fact has a State responsibility for offering 
equal opportunity for our kids in education. 

So, there are those discrepancies that we really need to be aware 
of, and I think the Federal Government has a role in at least focus- 
ing on that inequality and trying to help us bring about some qual- 
ity of education for rural kids not only in Georgia but all over 
/jnerica. 

Ms. Dunne. In rural education we are not looking for paradise. 
We are looking for parity. 

Senator Abdnor. Do you have any comments to that? 

Mr. Cockle. Well, I guess I would like to go back to skill training 
just a little bit. Probably all of us in this room have had 4 years or 
more of college. We are probably among the 25 to 30 percent of 
people in the United States who do have. 

To me, that is probably our most neglected area of training in 
the United States. Less than 50 percent of our people that are 
working today in other than professions have h^d any particular 
skill training. I think that is what is showing up in many of our 
oroblems that we have in the United States today. 

The possibilities are there; the moneys are pretty much there. 
The question is, nobody really looks at it as an important question. 
Industry, all of a sudden, has learned that you have to have skilled 
people to compete. You cannot take people off the street and put 
them to screwing on the left front wheel of an automobile and 
giving them a job 8 hours a day, a robot can do that. 

But we have to have people that are trained to work thcxobots, 
or trained to build them, to manufacture them, and to operate 
them. I guess that is the area I feel is one of the most important in 
our whole education systeto and certainly the most neglected. 
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I do not really .know what to do about it completely.. I know the. 
technology m there to do something about it. The facilities are in 
place, but I think the will had to be there to make it work ' 

Senator Abdnor. You are absolutely right 

You were just saying a few seconds ago, working with education 
and business, all of it working together as an alliance, it has a lot 
of merit to it and I hope that more .of 'that can lie done. In the 
rural areas of America you have to. use every asset, every advan- 
tage you have. So, those are the kinds of programs we have to talk 

One' last question. *»" •• ^ • »• - 

In agriculture we have programs to help distressed fanners and 
Y5 e " ^yo^^eople get into the business,. the Farmers" Home 
Administration, the FmliA, they offer lower interest than they pay 



u ^^"r 1 ? 1 ^ something like that could ever be set up' in 
h ^«» Not in education, probably. Do you think there is any pos-"' 
sibihty of that, a loan program? , ""^fT 

Mr. CpEDM. Well, we have - of course the one example, the Na- 
tional Health Service Corps where the Federal Government; pays 
tor medical education for those 4 years or however many^ years < 

and then in return the person . . f. ; ? 

Senator Abdnor. It has not always; worked; either. 
Mr. Coedes. Well, the probleai -of turnovea; that you mentioned 
does m fact occur; but I think thai; is one^f >the th»^8 that .rural 
communities are prepared to live with. Jithink they are prepared.to 
live with turnover rather than not having any physicians— at least 
m those communities that will not have any otherwise. 

There have been some States that have experimented with low 
interest loan rates to people who go to medical, school in exchange 
for practicing in a rural area. The Farmers Heme, Adminfctaatfon ' 
has helped support the building of nfral clinics: ; The programs that 
have taken the low-interest loan approach in t»rteJn States have* 
only had moderate success. Usually, the amount of tie stipend lis 
relatively low, and they just, pay it back, plus' whatever" fenalty 
may be myolved. It makes mdre sense to take that money upfront 
use if to go to medical school, and even pay the penalty than to 
practice in certain areas. ■ 

N °£» ^y° u ^ a program that had a higher penalty clause in 
it, I think it would probably make a difference. ' 
Senator Abdnoh. Yes, Ms. Dunne. 

Ms. Dunne. There is a way that that would work in education It 
is a similar model to the National Health Service. There exists a 
very small program now to encourage teachers to go into rural 
areas, into poor rural areas, on a loan forgiveness basis 

I think that in medicine it makes sense to pay back the loan and 
pay the penalty unless the penalty were very high indeed. 

In education, while the differences are quite significant between 
what you earn in a metropolitan district and what you earn in a" 
rural district, a good size forgivable loan program in an area where' 
virtually nothing like that exists at .the moment could draw a lot of 
good people into rural areas for at lea«Jt 5 years. ' 

Now, there are places where that is going to be necessary in the 
short run at least to keep the shortage of teachers from becoming 
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an absolute crisis. I mean, there umply are not going to be. math 
and science teachers with any vestige of math and science training 
in a lot of rural areas within 5 years. A good sized forgivable loan 
program might turn that around in the short run. v 
/\ think in the long run, you had better take indigenous 'people 
and make them teachers* But in the short run, a good sized forgive- 
nesa loan program could make a lot of difference. , 

It also could make a lot of difference to kids who wotdd like to go 
and teach in their homo communities but simply cannot afford to 
because they have debts to repay from their college education . and 
therefore are more or less forced into thehigher paying metropoli- 
tan school districts. '~ \ % < , , - 

Senator Abdnob. Well, with that; I am going' to bring this to a 
close. I am sorry we cannot proceed with this meeting longer. 

Today, we had another stimulating discussion on these issues of 
importance to rural America. We have taken a good, hard look at 
the very foundation of our rural towns— the social services struc- 
ture. And we know how important they are to the economic well- 
being of rural residents as well I wish to thank our many wit- 
nesses who have traveled so far to be here and have made such a 
great contribution to our committee's work on rural issues. 

We have a message to send to Congress, collectively and individ- 
ually, and it is going to be a challenge to get Congress to listen. We 
rural advocates are outnumbered at least 3 to 1 in terms of popula- 
tion and representation, and that is assuming we have the support f 
of our nonmetro allies. 4 

To date we have held four rural hearings in this series plus I 
have held four rural task force meetings in South Dakota. Already 
I see a common thread joining the diverse topics and ideas of these 
meetings. Rural people know that they make a major contribution 
to the U.S. economy and that they only ask for their' fair share and 
a fair shake in return. \" y ' „ ^ 

Rural people believe it is a matter of American principle that 
rural citizens are entitled .to the same minimum, basic services 
that are available to their urban neighbors. They know that in 
return for those services that rural America makes a more produc- 
tive contribution to the United States. Certainly our rural electric 
and telephone programs are evidence of our ability to harness new 
technology. It only needs to be available. 

Well, you can count on my voice being heard loud and clear, de- 
fending what I consider to be the inaKable rights of my fellow 
rural citizens. These hearings are a big part- of how we get the mes- 
sage to Congress. It is my hope and intention that this rural 
agenda will produce concrete policy recommendations for consider- 
ation of the Congress and the public. America has everything to 
gain by investing in its heartland. 

Thank you again, one and all for participating in this hearing. 
We stand adjourned. 

[Whereupon, at 12:35 p.m., the subcommittee adjourned, subject 
to the call of the Chair.] 



■183 



THE RURAL LABOR FORCE 



THURSDAY, JUNE 13, 1986 

Congress of the United States, 
Subcommittee on Agri'/ulture and Transportation 

of the Joint Economic Committee, 

Washington, DC. 

The committee met, pursuant to notice, at 9:36 a.m., in room SD- 
342, Dirkaen Senate Office Building, Hon. James Abdnor (chairman 
of the subcommittee) presiding. , . 

Present- Senators Abdnor, Mattingly, and D'Amatp. 

Also present: Dale Jahr, professional staff member. 

OPENING STATEMENT OF SENATOR ABDNOR, CHAIRMAN 
Senator Abdnor. The* Subcommittee on Agriculture and Trans- 
portation of the Joint Economic Committee will come to order. 

Welcome to this fourth in a series of hearings of the Joint Eco- 
nomic Committee focusing on the rural economy. We welcome aJl 
of you to the hearing today. 

Today we are going to examine the characteristics,,the oualities, 
and the problems of the rural labor force. I am sure my interest in 
this subject is no surprise to one of our witnesses, Janet Norwood. 
We have discussed these matters at monthly employment hearings 
in the past. 

I cannot overemphasize the importance of our meeting this 
morning. To me the rural labor force easily could be caUed the for- 
gotten labor force because the Federal .Government does not collect 
systematic and periodic data on the , rural nonagricultural labor 
force. This is of great concern to me especially because the rural 
economy is not prospering from the current U.S. economic expan- 
sion which is in its third year. 

The agenda this morning may be somewhat ambitions, to say the , 
least. We have four very prestigious and expert witnesses to share 
then- views. Among the topics outlined for. the morning are a pro- 
file of the rural labor force and^a comparison to its urban counter- 
part, rural unemployment datalepllectiori and reporting,, potential - 
biases and Federal funding allocation formulas: when unemploy- 
ment is a factor, underemployment, employment problems unique 
to our self-employed individuals, sole proprietorships and, family 
small businesses, and rural cost of living and inflation statistics. 

indeed, these topics are important issues facir? rural America 
and we are anxious to hear from all of you. FirU, I want to call 
upon Senator Mattingly, who is an important member of this sub- 
committee. 
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Senator Matttngly. Thank you, Mr. Chairman. 

I want to commend you for calling this series of hearings because 
I think it is vital that we understand and obtain the knowledge 
that is necessary for us to legislate. 

I would also like to welcome Ms. Norwood once again to our 
hearing. It seems that no matter 'where, we go Ms.' Norwood is 
there giving out statistics, and I am not certain whether we can all 
consume them. Generally speaking I believe in the last couple of 
years they have been welcome statistics and they are getting better 
and things are getting better in our country. 

So just keep bringing the good figures and maybe that will' relate 
to the job that we are doing here in the Congress. Thank you, Mr. 
Chairman. 

Senator Abdnor. Thank you. 

Again, Ms. Norwood, we welcome you to this subcommittee. We 
know of no one who has more expertise on labor figures. If my 
memory is correct, some time back you admitted yourself that it 
was a bit difficult to try to predict what is going on in rural Amer- 
ica from the statistics that you collect. 

In light of this, we are happy to have you here today and are 
anxious to hear from you. 

STATEMENT OF HON. JANET L. NORWOOD, COMMISSIONER, 
BUREAU OF LABOR STATISTICS, DEPARTMENT OF LABOR . 

Ms. Norwood. Thank you very much, Mr. Chairman and Senator 
Mattingly. I am really very pleased to have ari opportunity to look 
at some of the issues relating to our data system for rural Ameri- 
cans. We at the Bureau of Labor Statistics in the Department of 
Labor have a great deal of interest in this field, although, of 4 
course, primary responsibility within the Government for issues re- 
lating to rural America is in the Department of Agriculture, and I 
am very pleased to see that the subcommittee will hear this morn- 
ing from some of my colleagues at Agriculture. 

We all recognize that we do not have all of the data we would 
like to have about rural Americans, especially when policy deci- 
sions need to be made that affect local areas of the country. Condi- 
tions of rural life differ in important respects from those in urban 
areas, and at times the concepts and definitions used in our nation- 
al surveys may not be fulily appropriate for the rural economy. 
This is especially true in the labor market, where world job oppor- 
tunities are affected by weather, where part-time work ban be an 
important factor, and where wages are often comparatively low. 

It is also true in the price measurement area, since families 
living in rural areas may have different needs and spending pat? 
terns than those living m urban areas, and major purchases are 
often made on shopping excursions to adjacent urban areas. 

In addition, of course, survey estimates are difficult to produce 
for small groups of the population wherever they are. Local area 
data are very expensive to collect and are often subject to consider- 
able sampling and nonsampling errors. This set of circumstances 
reduces our ability to identify with confidence some of the issues 
that may need our attention. 
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While all that I have said about data difficulties is true, we- 
should not overlook the fact that a considerable amount of data in 
the Nation s rural economy does exist. And>I am pleased to be able - 
to tell you, Mr. Chairman, that more is on its way from the Bureau 
of Labor Statistics monthly labor force survey and from our- con- 
sumer expenditure survey. Some of the news on data availability is 
therefore quite good. ».* ' ™ 

. EMPLOYMENT AND UNEMPLOYMENT 

The work that is currently underway in connection with the re- 
design of the current population survey will permit the regular 
publication of new data berinhing next year oh the labo^fbrce 
status of rural Americans. We will be able to separate those^oata 
from those relating to urban Americans and to analyze 1 'the/differ- 
ences between them. For this purpose'; rural areas have beeVoV 
fined as those with a population density of less than 1,000 persons * 
9%^^H^ e l ° r % *<^fo<™y™ a populaiion,pf;less than. 
2 *?r u data will be quite different from the data we have 
published m the past for nonmetropolitan areas which include' 
large urban components. "S rffl ^Tf 

I would like to share with the subcommittee some data that we 
have just developed covering the first quarter of 1985 that are cur- 
rently in preliminary form. These date show that the,,populati6n of 
persons of labor force age, that is 16 years and over; living in rural 
rxeas totaled 52.2 milhon. This was 29 percent of the totelcpopula- 
tion of labor force age in the country of 177.5 mffiioh. The overall" 
unemployment rate in rural areas was 8.0 percent, compared to a 
rate of 7.7 percent in urban areas— before seasonal uiiustment. 

A more important difference between rural and urban areas can ' 
be found m the proportion of the population that was employed, 
the employment-population ratio. The rural employmeh^popula- 
taon ratio of 58.4 percent was a full percentage point lower than 
the urban ratio. All of this difference was accounted for by rural 
adult women, whose employment-population ratio was nearly 2 
percentage points below the national average. It should be noted 
that young people in the 16- to 24-year-age group 1 ad much higher 
employment-population ratios than those for tba country as a 
7r°l e \ i™ for rural adult men was about the same as for the 
United States overall: q^- 
^ T ? 1 f *f? ^"bu-tion for rural areas is not much different from 
that for the Nation as a whole, although there are somewhat' fewer 
young people. Whites are much likely to dwell in rural areai, with 
61 percent of the population of labor force age living there. This 
contrasts markedly with the 15 percent for blacks and the 10 per- 
cent for Hispanics who live in rural areas. '' 

A look at unemployment rates shows that rural -blacks have 
lower unemployment rates than urban blacks do. This differs from 
the situation for whites, where the rural rate is higher than the 
urban rate, and for Hispanics as well. • 

But conditions in rural areas suggest that the unemployment 
rate may not be a very good measure of the labor market status of 
those who live in rural America. The figures, cited above suggest 
that, m general, the incidence of unemployment in rural areas as 
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not materially different from what it was in urban areas. But we 
know that work in rural areas is often seasonal and that many of 
those living in these areas may have sustained periods of time 
without work. They are not counted among the unemployed if they 
are not actually seeking work. 

This is oft£n the case, for example, in the winter months when 
all residents of the area realize that no jobs are available. This 
kind of underutilization, which is so pervasive in our rural econo- 
mies, is difficult to define and even more difficult to survey: because 
the data secured would be more subjective^ than those, which are 
based on our official definition, which requires search activity. 

Another tough concept to measure adequately is invisible, under- 
employment, in which the work people do is inadequate because it 
does not make full use of their skills or inadequately remunerates 
them. This is sometimes more of a problem in rural, areas than in 
urban areas. 

Rural areas accounted for 28 percent of total nonagricultural em- 
ployment in the first quarter of 1985, about the same as^their pro- 
portion of the population. Agriculture itself accounts for only about 
7 percent of the employment total in rural areas. 

LOCAL AREA UNEMPLOYMENT ESTIMATES 

I am sure that the subcommittee is also interested in the data, 
produced for States and local areas, many of which, of course, are 
rural. . The Bureau of Labor Statistics compiles ind publishes 
monthly labor force unemployment estimates produced by cooper- 
ating State employment security agencies for all States and ap- 
proximately 4,600 sub-State areas. These areas include all metro- 
politan areas, counties, and those cities which have a population of 
50,000 or more. Many of these small sub-State areas are primarily 
rural in character. 

Although the Bureau of Labor Statistics has made a number of 
important improvements in the methods for calculating local area 
unemployment statistics, the starting point of the estimate is still a 
count of residents claiming unemployment insurance benefits 
under State law. Other data elements enter into the calculation of 
the estimates, but the UI data, which are affected by the same 
problems of rural underemployment that I have just mentioned, 
are an important biock in building the estimates. 

Many of the areas for which data are needed are Quite small and 
are therefore subject to large relative (error. Mr. Chairman, I do 
want you to know that I do understand the need for local area 
data, but I am also ve-y concerned about the policy determinations 
that are often made as if there were no errors associated with 
small area estimates. It is unfortunate, but true, that the smaller 
the area, the more difficult the problem becomes. Even in the most 
sophisticated surveys, estimates for small areas are extremely ex- 
pensive to produce with accuracy. 

CONSUMER EXPENDITURES 

Now labor market data for the rural population as a whole can 
be quite useful in determining the well-being of those who live in 
the rural parts of our country. In addition to data from our month- 
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ly labor force survey, the Bureau of Labor Statistics also has data 
on the rural population from our consumer expenditure survey for 
the year 1980. The purpose of this survey, which now includes 
rural areas on a continuing basis, is to obtain an account of con- 
sumer spending by different types of households. A representative 
sample of about 5,000 households were interviewed, of Which about 
18 percent were in rural areas outside of standard metropolitan 
statistical areas. 

The differences in the socioeconomic characteristics between the 
average rural and average urban household contribute to the dif- 
ferences in expenditure patterns. The average rural household has 
lower family income, larger family size," ah older householder, more 
vehicles per household and is more likely to own its, own home 
than its urban counterpart. Other factors, such as costs of housing, 
availability of public transportation and -other services and the 
availability of homegrown food, would also influence the pattern of 
consumption. 

The data for 1980 show that the rural consumer units, in line 
with their lower income, have lower levels of spending .than do 
urban consumers. The distribution of expenditures among budget 
categories is similar for' the two groups, with two major exceptions 
Urban consumers spend a higher proportion of .their, budgets- on- 
housing, 33 percent, compared with 28 percent for rural consumers. 
Un the other hand, rural consumers spend a larger proportion on 
transportation than do urban households. The other major compo- 
nent of spending, food, takes only a slightly larger share for rural 
households, probably because family size is much larger, but rural 
households tend to spend a smaller proportion of their food expend- 
itures on food away from home. " " ' ! 1 J 

In 1981, the rural portion .of the consumer expenditure survey 
sample was dropped because of budget reductions in fiscal year 
1982. 1 am very pleased to tell you, Mr. Chairman, that the rural 
component of the sample was reinstated in 1984 and that data will 
be available on rural area consumer expenditures from that time 
forward on an ongoing basis. 

Iwill glad to try to answer any questions you may have. 

[The prepared statement of Ms. Norwood follows:] 
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Prepared Statement of Hon. Janet L. Norwood 



Mr* Chairman and Members of the Committee: 

I am very pleased to have an opportunity to discuss 
issues relating to the data system for the rural population 
of our country. We at the Bureau of Labor Statistics have a 
great deal of interest in chis area, although, of course, 
primary responsibility within the United States Government 
for issues relating to rural America is in the Department of 
Agriculture* I am pleased to see that the Committee will 
hear this morning from Agriculture Department representativer 
who have expert knowledge about the issues in wh'ich the 
Committee is interested* 

We all recognize* that we do not have all the data we 
would like about rural Americans, especially when policy, 
decisions need to be made that affect .local areas of the 
country* Conditions of rural life differ in important respects 
from those in urban areas, and, at times, the concepts and 
definitions used in our national surveys may not be fully 
appropriate for the rural economy* This is especially true 
in the labor market, where rural job opportunities are affected 
by weather, where part-time work can be an important factor, 
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and where wages act ofttn comparatively low. It Is also 
true In the pclct measurement area, slnct families living In 
rural artas may have different; needs and spending patterns 
than those living In urban areas' do, and major purchases are' 
often aade on shopping excursions to adjacent urban areas. '* 

In addition, of course, survey estimates are difficult 
to produce for small groups of the population* Local area* 
data are usually 1 very expensive 'to collect and are oft*n • 
subject to considerable sampling and honaampling err ore. 
This set of circumstances reduces our ability to Identify 
with confidence some of the Issues that may need our attention* 

While all that I have said about data difficulties Is 
true, we should not overlook the fact that a considerable 
amount of data on the Ration 1 * rural economy does exist* 
And I am pleased to be able to tell you- that' more Is on Its 
way — from 'che Bureau of Labor Statistics monthly labor force 
survey and from our Consumer Expenditure Surve„ . Some of 
the news on data availability Is, therefore, quite good* 

EMPLOYMENT 'AND UNEMPLOYMENT 

The work that Is currently under way In connection with 
tha redesign of the Current Population Survey will permit 
th* regular publication of new data (beginning next year) on 
the labor force status of rural Americans* We will be able 
to separate those data from those relating to urban Americans 
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and to analyst the dif f erences between the*. For this purpose, 
ruial. areas ha?a baan def ined as tboaa with a population 
density of Xaaa than 1,000 persons par square *Ue, or, for 
towns, tboaa with % population laaa than 2,500. Tbaaa data 
will ba quita dif f arant from tba data we havt publiabad in 
tba paat for "nonaetropolitan areas," wuich include large 
urban coapontnta. 

I would like to abara with tba CosMittee soae data that 
wa bava juat developed covering tba firat quartar of 1985. 
Thasa data abow that tba population of paraona of labor forca 
age (16 yaara and over) living in rural araaa totalad 52.2 
million. This was 29 parcant of tba total population of 
labor forca aga in tba country of 177.5 «illion. Tba overall 
uneaployaant rata in rural araaa waa 8.0 parcant (not aaaaonally 
adjusted), compared to a rata of 7.7 parcant in urban araaa. 

A mora important diffaranca between rural and urban 
araaa can ba found in tba proportion of tba popo* ~'.on that 
waa employed (tba aaploysent-population ratio). The rural 
employment-population ratio of 58.4 parcant was a full percent- 
age point lower than the urban ratio (and seven*- tenths of a 
point below that for the Nation as a whole) . All of thia 
difference was accounted for by rural adult woman, whose 
employment-population ratio was nearly 2 percentage points 
below the national average. It should be note! \bat young 
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people in tht 16-24 year age group bad aucb higher eaployaent- 
population ratios than those for tht country as a whole; tba 
ratio for rural adult man was about tba aar ^ for tba Unitad 
Statta overall. 

Tha aga distribution for rural araas is not aucb different 
from that for tba nation as a whole, although tbare art soae- 
wbat fewer young people. Wbitas art aucb more likaly to 
dwell in rural araas, with 31 perewnt of tba population of 
labor forca aga living there. • This contrasts airkedly with 
tha 15 pa cant for blacks and tba 10 parcant for Hispanic* ** 
who liva in rural araas. 

A look at uneaployaant ratas shows 'that rural blacks 
have lower uneaployaant ratas than urban blacks do (13.4 
percent in taral areas versus 15.8 percent). This differs 
froa the situation for whites, where the rural rate*/ at 7.6 
percent, is higher than the urt. rate (6.5 percent) and for 
Hispanics (13.6 percent in rural areas versus 10.8 "percent 
in urban ones). 

But conditions in rural areas suggest that the uneaploy- 
aent rate aay not be a very good aeasure of the labor aarket 
status of those who live in rural Aaerica, The figures cited 
above suggest that, in general, the incidence of unemployment 
in rural areas was not aaterially different froa what it was 
in urban areas. But we know that work in rural areas is 
often seasonal and that aany of those living in these areas 
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may have sustained periods of tine without work. They are 
not counted among the unemployed if they are not actually 
seeking work. This is often the case, for example, in the 
winter months when all residents of the area realize that no 
jobs are available. This kind of underutilization, which is 
so pervasive in our rural economies, is difficult to define 
and even more difficult to survey because the data secured 
would be more subjective than those which are based cn our 
official definition, which requires search activity. 

Another tough concept to measure adequately is invisible 
"underemployment,* in which the work people do is inadequate 
because it does not make full use of their skills or _ 
inadequately remunerates them. This is sometimes more of a 
problem in rural areas than it is in urban areas. 

Rural areas accounted for 28 percent of total nonagricul- 
tural employment in the first quarter of 1985— about the 
same as their proportion of the population. Agriculture 
itself accounts for only about 7 percent of the employment 
total in rural areas. 

LOCAL ABBA UNEMPLOYMENT ESTIMATES 

I am sure thee the Committee is also interested in the 
data produced for States and local areas, many of which, of 
course, are rural. The BLS compiles and publishes monthly 
labor force and unemployment estimates produced by cooperating 
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State Employment Security Agencies for all States and approxi- 
mately 4,600 sub-State areas. These areas include all 
metropolitan areas, counties, and those cities which have a 
population of 50,000 or more. M>ny of these snail sub-state 
areas are primarily rural in character. 

Although the Bureau of Labor Statistics ha^ made a number 
of important improvements in the methods for calculating 
local area unemployment statistics, the starting point of 
the estimate is still a count of residents claiming Unemploy- 
ment Insurance (01) benefits under State law. Other data 
elements enter into the calculation of the estimates, but 
the UI data, which are affected by the same problems of rural 
underemployment that I just mentioned, are an important block 
in building the estimates. 

Many of the areas for which data are needed are quite 
small and are subject to large relative error. I do under- 
stand the need for local area data, but I am concerned about 
the policy determinations that are often made as if there 
were no errors associated with small area estimates. It is 
unfortunate but true that, the smaller the area, the more 
difficult the problem becomes. Even in the most sophisticated 
surveys, estimates for small areas are extremely expensive 
to produce with accuracy. 
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CONSUMER EXPENDITURES 

Labor market data for the rural population as a whole 
can be quite useful in determining the well-being of those 
who live in the rural parts of our country. In addition to 
data from our monthly labor force survey, BLS also has data 
on the rural population from our Consumer Expenditure Survey, 
for the ;ear 1980. The purpose of this survey, which now 
includes rural areas on a continuing basis, is to obtain an 
account of consumer spending by different types of households. 
A nationally representative sample of about 5,000 households 
were interviewed, of which about 18 percent were in rural 
areas outside of Standard Metropolitan Statistical Areas 
(SMSA's). The differences in the socio-economic characteris- 
tics between the average rural and average urban household 
contribute to the differences in expenditure patterns. The 
average rural household has lower family income, large family 
sizj, an older householder, more vehicles per household and 
ia more likely to own its Jwn home than its urban counterpart. 
Other factors, such as costs of housing, availability of 
public transportation and other services ard the availability 
of home grown food, would also influence the pattern of 
consumption. 

The data for 198C dhow that the rural consumer units, 
in line with their lower income, have lower levels of spending 
than do urban consumers. The distribution of expenditures 
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among budget categories is siaiXar for the two groups, with 
two major exceptions* Urban consumers spend a higher propor- 
tion of their budgets on housing — 33 percent — compared with 
28 percent for rural consumers * On the other hand, rural 
consumers spend a larger proportion on transportation than 
do urban households (27 versus 23 percent) . The other major 
component of spending, food, takes only a slightly larger 
share for rural households, probably because family size is ' 
larger, but rural households tend to spend a smaller propor- 
tion of their food expenditures on food away from home* 

In 1981, the rural portion of the Consumer Expenditure 
Survey sample was dropped because of budget reductions in FT 
1982* I am pleased to tell you that the rural component of 
the sample was reinstated in 1984, and data will be available 
on rural area consumer expenditures from that time forward 
on an ongoing basis* 

I will now be happy to answer any questions that the 
Committee might wish to ask* 



196 




192 



Senator Abdnor. Thank you, Ms. Norwood, for that very fine 
statement. 

First of all, I have a letter I would like jou to submit to Secre-, 
tary Brock. I am sure you will be the one responding to the letter 
because you are the expert in the field. But I would like you to de- 
liver it if you would. 

Ms. Norwood. I vould be glad to. 

Senator Abdnor. I am asking for an extensive rural labor study. 
Mr. Jahr has a copy of it here, and why don't you take it down to 
Ms. Norwood. 

I am also at the same time submitting the same letter to Agricul- 
ture Secretary John Block, and I believe Mr. Kibler is here to re- 
ceive it. He is the Administrator of the Statistical Reporting Serv- 
ice of the USDA. 

These two persons of course are the experts on the labor statis- 
tics, and it is my hope that his letter will produce a cooperative 
and a comprehensive analysis of what I call the forgotten labor 
force. 

I recognize what you are saying is that it is an extremely diffi- 
cult challenge and probably expensive, too, but I think policymak- 
ers ought to have timely and accurate information on rural condi- 
tions, and it has been a real concern of mine ever since I have been 
in Washington. 

Many people tell me the programs work and that everything is 
great in this country. I do realize the economic indicators have ta- 
pered off in the last few months, but we have had a couple of 
pretty good years, and when I go home, I never find the rural areas 
in an economic boom like I hear they should be experiencing. That 
is the problem. 

When I return to Washington, I see many that are designed to 
help the unemployed. Some of these grants and programs are going 
to be reduced, but nevertheless, there are still going to be many in 
existence. They keep using unemployment as such a key factor in 
every program. That disturbs me greatly because I don't think it 
gives equitable treatment to rural areas. 

I understand it may be expensive to collect better rural figures 
but maybe you people by getting your heads together and pooling 
your resources can figure out how to come up with somewhat more 
accurate information on the rural labor conditions. 

The nonagricultural rural labor force has, we will have to admit, 
been overlooked long enough. We talked about that earlier, and it 
is my hope that Secretaries Brock and Block will report prelimi- 
nary findings by the end of the summer so we can publish it in our 
fall report. 

I know that is asking a lot, but I think the problems are seriou/3 
enough out in rural America that with a strong effort some kind of 
information or findings can be brought to light. 

If Mr. Dale Jahr, of the committee staff, can be of any help to 
you on this subject please don't hesitate to ask. 

Mr. Kibler, do you have any comments? 
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TESTIMONY OF WILLIAM E. KIBLER, ADMINISTRATOR, STATISTI- 
CAL REPORTING SERVICE, DEPARTMENT OF AGRICULTURE 

Mr. Kibler. Well, I mentioned to you, Senator, that we reinstate 
ed a survey to pick up at least the farm portion of the rural labor 
force beginning in 1985. Ms. Norwood and her staff have cooperate 
ed very closely with us in getting that reestablished because? not 
only does it provide us with more information than we had in the 
past about the farm labor force, but it also provides some very reli- 
able data for the Department of Labor to administer the adverse 
effect wage rate program that they are responsible for there. 

So I feel that we do have the farm labor component covered 
better today than we would have had 1 year ago had we been testi- 
fying then. 

Senator Abdnor. I appreciate that, but as I listened to Ms. Nor- 
wood I think she said so many percent of the rural area is agricul- 
tural workers. 

Mr. Kibler. She said 7 percent I believe. 

Ms. Norwood. Seven percent. 

Senator Abdnor. That leaves an awful lot of other people out 
there that we are not hearing about. 

Ms. Norwood. Senator, we do cover those people who live in 
rural areas which are part of the metropolitan statistical areas in 
all of the work 

Senator Abdnor. Wait a minute. These figures are not clear to 
me. At what point are they not metropolitan? 

Ms. Norwood. The rural population can be divided jito its non- 
metropolitan portion and that portion which, according to OMB 
definitions, is a part of the metropolitan statistical area 
t , u ? 311 ° f t. he , work that we at the Bureau of Labor Statistics do, 
that part of the rural population that is within those statistical 
ar^as is covered. Those which are rural farm or nonfarm outside 
MoA s are not covered. 

•?J r :, Kibler s 51,0110 does ' "* addition, some considerable work 
with the farm portion. 

Senator Abdnor. Well, how far do you go? Do you get into the 
farm? Do you take into consideration the farmer who has got a 
fellow working for him for the summer and then lays him off in 
the winter? 

Mr. Kibler. We collect the data that are associated with people 
actually employed on the farm regardless of whether they are in 
the standard metropolitan statistical areas or in the rural labor 
force. 

I think what Ms. Norwood is pointing out is that there would be 
in some of the standard metropolitan statistical areas an entire 
county m which there would be urban built up areas as well as 
some rural open county areas. 

Senator Abdnor. Yes, but what if you don't have any urban area 
and then what do we have? We have got a lot of area to cover I 
don t know what constitutes urban but I thought it did have a defi- 
nition. How about a whole 50-miie area that has got nothing but 
towns with populations of 1,000 or 1,200 or 400 or 500. Who reports 
that? 
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Ms. Norwood. Well, they may very well be within metropolitan 
areas. In fact, about 48 percent of the rural population lives in met- 
ropolitan areas. 

Senator Abdnor. Well, that is probably right. But what is the 
definition of a metropolitan area? 

Mr. Kibler* Well, as a rule it is a built up, densely settled area, 
but it generally follows geographic political subdivision boundaries 
in some way or another. For example, a whole county that has a 
city like Kansas City in it, as well as some rural areas. That is 
what Ms. Norwood is saying. 

Senator Abdnor. Let me stop you. Tell me, both of you, how do 
you measure South Dakota? I want to hear this. What have you got 
out there that is measuring my State for unemployment? 

Ms. Norwood. For unemployment we have estimates for the 
State of South Dakota. A^d, as I indicated in my statement, those 
estimates are built up by c ir cooperating State partners in South 
Dakota according to method* which we prescribe. 

Senator Abdnor. Who are some of those cooperating? 

Ms. Norwood. The Employment Security Agency in the State of 
South Dakota has a research and statistical unit, and the Agricul- 
ture Department as well has a very well developed Federal-State 
cooperative statistical program. Both Agriculture and Labor work 
together with the States to provide data which will be useful to the 
State, as well as to the Federal Government without duplicating 
the effort. 

The local area unemployment statistics program that BLS has 
responsibility for is based upon a cooperative system with the 
State. 

Now I do want to underscore the fact that the smaller the area 
within the State, the more difficult it is to develop reliable esti- 
mates because, unless you do a complete census of the population 
every single month, the estimates for the small areas have very 
large sampling errors. 

I do want to tell you, however, th X as a part of the redesign of 
the Current Population Survey, which is well underway and wul be 
finished shortly, we are improving the data for each of the 50 
States. On an annual average basis we will have data that meet a 
higher standard of reliability than has been true in the past 

And we are doing that, I am very pleased to say, by more effec- 
tive sampling so that it will not cost more money. 

Senator Abdnor. Well, I appreciate that it doesn't cost more 
money. That is the kind of crucial information that is needed if we 
are going to build an economic program based on collected figures 
for the whole Nation. - 

I remember about V/z years ago we were screaming for a job bill 
here in Congress and they started out talking about many billions 
of dollars. Finally, with help from the President and OMB, we got 
it cut down to $1 billion. Those figures they were tossing in, as far 
as I was concerned, were ridiculous. * 

It came to be a surprise to me that on this issue, South Dakota 
and New York had something in common. Senator D'Amato and 
myself almost carried on a filibuster in order to have funds go to 
more than just the 12 highest unemployed States in the Nation. As 
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soon as that was agreed upon, we were going to turn the whole 
darned thing over to them. 

I have never forgotten that, and I have wondered about this ever 
since. They brought a bunch of figures out at us arid made it look 
great. But there were so many things that those figures didn't in- 
clude that should have been factors in a program like that, and it 
has bothered me ever since. 

If we have to shovel a few million dollars into unemployment 
aids, I think accurate figures for the rural sector are important. 
Accurate figures are especially important if you are going to build 
your foundation for whatever program you come out with. 

I was surprised that only 8 percent of the population makes up 
the rural area. There is a lot of work force in the rural sector and 
unemployment is higher than is reported. Did you say off-farm 
rural unemployment is usually higher? Could you tell me, Mr. 
Kibler or maybe Ms. Norwood? 

Ms. Norwood. Even within farm areas not everyone is working 
on a farm. There are services that are provided to people who work 
on farms. And also, there are a number of people in this country 
who work some distance from where they live. They may live on a 
farm and travel some distance to a job. 

So there are all kinds of changes in work and family patterns 
that are developing, and I think our data system has kept up with 
them fairly well. 

The difficulty that occurs in terms of unemployment is twofold. 
One is that generally what people want is data for vexy small 
areas. You know, there are not many people who live in the United 
States only. Almost everyone lives in some local area, some city or 
town and some State as well as in the aggregate that is called the 
United States. Those of us in the statistical system 

Senator Abdnor. Did you say most people who live in rural areas 
really live in another larger part, too? 

Ms. Norwood. No. I am just saying that any one of us, you and I 
and Mr. Kibler, we are all living in some particular area which is 
then aggregated to a State and then that is aggregated to the 
United States. Well, when you get to the U.S. level, those of us in 
the survey business know that it is fairly easy generally speaking 
to develop a survey design to produce the data, and you can do cer- 
tain things at the State level. When you get below that level to 
areas where the population may be quite dispersed and very small, 
then it becomes extremely difficult to produce accurate data with- 
out doing a census each time you want some information. 

Then there is the second problem that we have in dealing with 
unemployment in a rural area, and that is that economic behavior, 
economic activity is somewhat different in the rural areas than 
elsewhere. 

We have a definition for unemployment which I think serves the 
Nation as a whole quite well. It requires that a person who is clas- 
sified as unemployed not have worked at aU— in general not for an 
hour or more during the survey week— be available for work and 
have searched for work during the preceding 4 weeks. 

Now if you are living in an agricultural area and it is wintertime 
and you have been working on the farm, you are not going to go 
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out and look for work on the farm because you know that there 
isn't any work that is available at all. 

So one can question the use of definitions of that kind for a par- 
ticular pari of the population. 

In addition, in rural areas there are probably a great many more 
individually employed people, that is, people who are own account 
workers. They work for themselves rather than for large business 
establishments. So you can't obtain information on them through 
payroll records, for example. 

Senator Abdnos. Everything you have said is very true, and I 
think it just points up how complex it is to get an accurate reading 
in some areas of the country. My State is a good example* We don't 
have unemployment compensation, and I have got a hunch you 
look at those, too, when you are making up your figures. Most 
South Dakotans don't know what unemployment compensation 
really is. They are really in tough shape when they are laid off. 
But we don't always know how poor we are compared to the na- 
tional level. If the farmers in South Dakota saw the poverty level 
indicators they would find out how bad a shape they are really in. 
It may be fortunate that we don't hear too many figures out there. 

I do think when it comes to the record we ought to have accurate \ 
figures. For instance, South Dakota has a healthy business climate 
that doesn't include the farmers. I have here the USA Today arti- 
cle entitled "South Dakota tops ranking on biz climate." Within 
the article, some accurate figures are listed that show there are a 
lot of people out there ready to go to work, 

[The article referred to follows:] 




201. 



\ < • 



197 



[Prom USA Today, Monday, June 10, 1985] 
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South Dakota has the USA's 
most attractive business cli- 

- mate for manufacturing com- 
panies, according to a survey 
by Alexander Grant & CO. 
,' The survey shows that while 
the Sun Belt leads the nation as 
the top manufacturing area, 
the North Central states are 

L* rapidly closing the gao. . - - ..' 

Three of the top four, states 
— South Dakota, North Dakota 
and Nebraska — are in the 
North Central region. Five of 
the top 10 are in the Southeast 
"We spent a lot of money 
and a lot of time trying to make 

- this state attractive and it's pay-. 

-Ing off for us," says South Da- 
kota's Republican Gov. Bill 
Janklow.... . ■ 

i- "OurJtax climate is the most 
-healthy Jn the nation. We have: 
noncorporate or .personal in- 
-come=tax. Nobody-can be bet 
Tier than that," Janklow said.. . . 
$ Alexander Grant, a Chicago- 
ERXC ^ accountiD 8 and consult 



. ing firm, ranked the 48 contigu- 
dus states on 22 factors Includ- 
ing amount of state. and local 
faxes per $1,000 of personalin- 
come,— hourly manufacturing 
wages, fuel and energy-costs, 
and average unemployment 
compensation per year.^^ 
' The survey also shows: „•.: ~ 
- ■ South Dakota,- whicharas. 
in second place, last year, , has 
the-toweststate and-toeal gov- 
ernment-debt per capita, Jow-. 
estfuel^denergy-costs^and- 
ihe least amount .of wort time - 
iostrfrom work stoppages. ^ -= - 
g ■Michigan, which - ranked 
■)ast4njthe survey/hasthe high- 
est average hourly ^nanufac- 
turihg .wage and biggest pro^ 
jected population tost . 

■Maine was the only state 
to register ah increase of more 
than 10% in union' member- 
ship. Union membership 
slipped in all USA regions from 
.29% of total manufacturing 
employment^last year to 27%. 

■ State-by-state ranks, 4B . 
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Senator Abdnor. I think my State does work on improving the 
business climate. I am happy about it, but I just think that until 
you really have got some accuracy to the figures, I don't think we 
are replly showing what is happening in rural America 

I go around this Congress, and I can't find people who under- 
stand rural America. I am not just talking about South Dakota. A 
third of those Members on the House side represent a lot of rural 
areas in their districts However, I will bet that the rest of thoc 
people wouldn t have the slightest idea of what goes on out in rural 
America and how tough it really is right now. When they do listen 
to the realities that rural Americans are facing, they are shocked. 

We hope to get some decent reports out of this hearing and send 
them out to Members of Congress. I know how many things go 
through their desks, but we are trying to put figures and statistics 
together and point out that there is a big area of this country that 
has not quite experienced the economic prosperity that other areas 
of the country have. 

When you have 75 percent of the people h^ng on 2 percent of 
the land, you have problems in trying to get Washington policy- 
makers recognize the real fads about rural America. 

That is why we have asked you to come up here, and we appreci- 
ate your testimony a great deal. However, we have only scratched 
the surface of the problem. 

Would you mind if we submit some written questions to you 
when we really know what we are trying to arrive at here. 
• Ms. Norwood. Surely. 

Senator Abdnor. I know you will be of great assistance to us, as 
you both have been today. We are looking forward to working with 
you in the days ahead. I would love to pursue this because I have a 
lot of questions I want to ask you, but we are constrained by time 
here with the Prime Minister of India here in town. So we thank 
you very, very much. 

Mr. Ktbler. Thank you. 

Ms. Norwood. Thank you, Senator. 

Senator Abdnor. I am going to ask the next witnesses to appear 
as a panel, Mr. Robert Coltrane of the Economic Research Service 
for the Department of Agriculture; Mr. Vernon Briggs, of the In- 
dustrial Labor Relations Institute, Cornell University; and Mr. 

U , I t I }. Pulv ? r • P rofessor of agriculture economics at the University 
of Wisconsin. * 

Gentlemen, I feel very privileged to be able to have you before us 
today. We look long and hard for the real experts that we think 
have the background to give us the information we are looking for. 
Unemployment is such a big part of our economic picturethat I 
think we could do a better job in coming up with some figures and 
facts and thoughts and ideas. So we are extremely happy to have 
all of you here today. Mr. Coltrane, would you care to start out 

STATEMENT OF ROBERT L COLTRANE, ECONOMIC RESEARCH 
SERVICE, DEPARTMENT OF AGRICULTURE 

Mr. Coltrane. Thank you, Mr. Oiainnan. I appreciate this op- 
portunity to appear here today to discuss rural labor force data 
issues. 

204 
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I will give a brief summary of my prepared statement, which I 
believe you already have. 
Senator Abdnor. Yes. 

Mr. Coltrane. There are no comprehensive data collecting ac- 
tivities at the Federal level specifically for the rural labor force. 
However, rural labor force data are available from several sources 
and, as we heard a moment ago/ there are going to .be some im- 
provements made in the quality and in the amount of ' rural data. 

Currently, data are available from the Decennial Censuses, the 
Current Population Survey, and tBe Survey pf^ Inwme .ahd Pre* 
gram Participation, a survey conducted by .the Bureau of the 
Census. * * ^ ' # 

Statistics on the rural labor force are derived from these acti$- 
ties by tabulation or estimation of jdate for the rural or the nqnine- 
tropolitan parts of the nation. Additional hir^.labpij^infbi^tipn is 
available from data series based on industry statistics which arei 
provided by employers. These data normally provide information 
on industry or firm characteristics relaUd to employment and , 
wages instead of characteristics of the labor force. , ^ + y: 

The quality of labor force statistics for rural areas is generally 
lower than the quality of national level .data or the quality of 
metro labor force statistics. This was the conclusion of several stud- 
ies of the adequacy of rural labor force data for policy and program 
operations and analyses. A comprehensive study of statistics for 
rural areas was completed in 1981 by the National Research Coun- 
sel of the National Academy of Sciences. In that study the conclu- 
sion was reached, and I quote, 

Data on public and private economic activities in small areas are inadequate for 
evaluating the effects of governmental policies and programs on geographic patterns 
of development Society's ability to alleviate the problems of the needy, who are still 
disproportionately concentrated in rural areas is handicapped by the lack of data on ^ 
target populations, program recipients and program effects. ' 

Other studies which have concluded that the information base 
for rural development policy and research is not adequate were 
conducted by the National Commission on Employment and Unem- 
ployment Statistics in 1979, and the American Agricultural Eciy 
nomics Association in cooperation with the U.S. Department of Ag- 
riculture in 1977 ' '; 

These studies demonstrated that the quality of rural, labor force 
statistics is low because much of the data, are not collected fre£ 
quentiy enough. In other words, it is difficult to find cwrent* statis- 
tics. > < , ^v, 

Much of the data are based on surveys, in which the survey 
design does net permit adequate coverage of sparsely settied rural 
areas. There seems to be some improvement forthcoming' .in that', 
however. . . v '* /' < 

This inadequate coverage in turn, affects the accuracy and statis- 
tical reliability of the data. Also, the quality of data are low be- 
cause much of the data are not comparable over pme. We need 
data over time in order to identify cfabrenrt problems and persistent 
problems, and to recommend means to improve the situation. 

Another mcyor reason that the data are of lqw : qifelity is 'that 
definitions of some key labor force measures, especially unemploy- 
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ment, may not measure what they are purported to measure in 
rural labor markets. 

I have explored in some detail these reasons in the prepared 
statement, and i won't go into them at this time. 

However, J would like to take a moment and summarize what we 
know about the rural labor force and why we need data for small 
areas. 

A major concern of both the users and producers of rural labor 
force statistics is the definition of rural. The Bureau of the Census 
defines places as rural when they have less than 2,500 persons. 
Thus, a county, a major political unit in most States, often contains 
both rural and urban places. Because of this, many data producers 
and users have suggested that counties or aggregates of counties 
are the more appropriate geographic unit for reporting labor force 

SvCtUBvlCS* 

Much of the Federal labor force data for rural areas is actually 
reported for the nonmetropolitan counties or aggregates of nonme- 
tropolitan counties. Nonmetropolitan areas are those parts of the 
United btates that are not in metropolitan statistical areas Be- 
cause more data are available for nonmetropolitan areas than 
rural areas, most of the analyses of the rural labor force are based 
on nonmetro statistics. These two terms for rural America are fre- 
quently used interchangeably, but according to census definitions 
kJtor forces™ nonmetro areas contain distinctly different 

Rural areas, based upon nonmetro statistics, have a significant 
share of the Nation's labor force. About 31 percent of the civilian 
labor force, about 30 percent of all employed persons and about 33 
percent of the unemployed reside in nonmetro areas. The propor- 
tion ot the adult population which is employed is lower in nonme- 
tro areas than in metro areas— 57 percent compared to 61 percent 
And nonmetro unemployment rates in recent years have been con- 
sistently higher than metro rates. Nonmetro areas have as resi- 
dents about 38 percent of all persons in poverty and the medium 
income of nonmetro families is only 80 percent of the median 
income of metropolitan families. 

The industrial structure of rural America has become more like 
the rest of the Nation during the last four decades. However, there 
continues to be enough differences in the economic structure of 
rural and urban areas to require detailed rural labor force statis- 
tics for policy formulation and other uses. Agriculture remains 
more important in nonmetro areas today than in the rest of the 
JNation, but it is only one of many important sectors. Overall, about 

Percent of the total employment in nonmetro areas <s in agricul- 
ture. This compares to a little over 1 percent of the metro area em- 
ployment that is in agriculture. 

However, the differences regarding the importance of agriculture 
among nonmetro counties is striking. The Economic Research Serv- 
ice has recently estimated that about 700, or 29 percent of all non- 
metro counties are farming independent. In other words, most of 
the employed people in those counties depend upon farming for 
some or all of their income. 6 

But because the counties are sparsely settled, only 13 percent of 
all the nonmetro employed residents in the Nation reside in these 
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counties. With agriculture as the major industry in these 700 coun- 
ties, much of their aonagricultural economic activity is economical- 
ly dependent on conditions of the farm sector. The farming depend- 
ent counties are concentrated geographically in the Western Corn 
Belt and the Great Plains States, but some of the counties are lo- 
cated in the South and other regions. 

There are proportionately fewer jobs in the private service sector 
in nonmetro areas than in metro areas. About one-third of the em- 
ployment in metro areas is in services, but less than one-fourth of 
all nonmetro employment is in that sector. However, the service 
sector is* a major source of new jobs in both nonmetro and metro 
areas today. < 

Manufacturing employment comprises about a fifth of the total 
in both metro and nonmetro areas. But the type of manufacturing 
in nonmetro areas is generally different from that found in metro 
areas. Nonmetro manufacturing is more likely to be nondurable 
goods producing, low wage and labor intensive. 

These statistics show that there is a lot of diversity in the eco- 
nomic structure among nonmetro areas. Thus, accurate data for 
small areas are required to properly analyze and evaluate econom- 
ic conditions in those areas. Thank you. 

[The prepared statement of Mr. Coltrane follows:] 



207 



203 



Prepared Statement of Robert L Coltrane 

RURAL LABOR FORCE DATA ISSUES 

Mr. Chairman, umbers of the Committee, I appreciate thia opportunity to 
discuss rural labor force data issues* 

Rural labor force statistics are needed for policy analyses, program implemen- 
tation, and research. Within these broad data need categories, data are used 
to define economic and social problems, meaaure economic distress, assess the 
performance of labor markets and labor-oriented programs, and allocate Federal 
funds to state governments and local communities. Inadequate data may ad- 
veraely affect the formulation of rural policy, the evaluation of program im- 
plementation, and may impede access of rural communities and rural labor 
markets to Federsl resources for human resource and economic development. 

There are no comprehensive data collecting activities at the Federal level 
specifically for the rural labor force. However, rural labor force data are 
available from the Decennial Censuses, the Current Populetion Survey (CPS), and 
the Survey of Income and Program Participation (SIPP), conducted by the Bureau 
of the Census. Ststistica on the rural labor force are derived from theae act- 
ivities by tabulation or estimation of data for the rural or nonmetropolitan 
parts of the Nation. Additional rural labor information is available from data 
series based on industry ststistics which are provided by employers. These 
dsts normally provide information on industry (or firm) chsrscteristics releted 
to employment and wages instead of characteristics of the labor force. 
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The quality of lsbor force statistics for rural inu is generally lower Chan 
the quality of national level data or tha quality of metro ltbor force stat- 
istics. This va» tha conclusion of several studies of tha sdequacy of rural 
labor force data for policy, program operation!, and analyses. A comprehensive 
study of ststlstlcs for rural areas was completed in 1981 by the Nstlonal 
Resesrch Council of the National Academy of Sciencea. In thst study, the con- 
clusion wss reached thst "Data on public and private economic activities in 
saall aress are Inadequate for evaluating the effects of governmental policies 
and progress on geographic patterns of development* Society's ability to al- 
levlste the problems o2 the needy, who are still disproportionately concen- 
trated in rural areas, is handicapped by the lack of data on target popula- 
tions, program recipients, and program effects". Other studies which have con- 
cluded that tha Information base for rural development policy and research is 
not adequate ware conducted by the National Commisaion on Employment and Unem- 
ployment Statiatice, 1979, and tha American Agricultural Bconomica Association 
in cooperstion with tha U*S. Depsrtment of Agriculture, 1977. 

These studien demonstrated that tha quality of rural labor force statistics is 
low because much of the data are not collected frequently enough; much of the 
data are based on aurveya in which the aurvey design does not permit adequate 
coverage of aparsely-settled rural areas, which affects the accuracy and stat- 
istical reliability of the data; much of the dsta are not comparable over time; 
or the definitions of some key labor force measures, especially unemployment, 
may not measure what they sre purported to measure in rural labor markets. 
These Issues are addressed later In my testimony. 
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The Rural tabor Force 

A major concern of both che users tnd producers of rursl lsbor force statistics 
Is the definition of rural* The Bureau of the Census defines rural as places 
with less thsn 2,500 persons. Thus s county, s major political unit In moat 
states, often contains both rursl snd urban places* Because of this, data 
producera and users hsve suggested that counties, or aggregatea of counties, 
are the more appropriate geographic unit for reporting labor force statistics* 
Much of the Federal labor force data for "rural" areas is actually reported for 
nonmetropolltan counties or aggregates of nonmetropolltlan counties* Nonmetro- 
politan areas are thoae parts of the United Statea not included in Metropolitan 
Statistical Areas* Because mc e data are available for nonmetro areaa than 
rursl areas, most of the anslyses of the "rural" labor force are baaed on 
nonmetro statistics* These two terms for rural America are frequently used 
Interchangeably, but according to Census definitions and dsta, rural and non- 
metro areaa contain distinctly different labor forces* 

Rural areas, based on nonmetropolltsn statistics, have a algnlf leant share of 
the Nation's labor force (see attached tables and graph)* About 31 percent of 
the labor force, 30 percent of all employed persons, and 33 percent of the 
unemployed reside in nonmetro areas* The proportion of the adult population 
vhica la employed la lover in nonmetro areas than In metro areas (57 percent 
compared to 61 percent), and nonmetro unemployment rates in recent years have 
been consistently higher than metro rates* Nonmetro areas have as residents 
about 38 percent of all pereons in poverty, and the median income of nonmetro 
families Is only 80 percent of the median Income of metropolitan families* 

The industry structure of rural America has become more like the rest of the 
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Nstlon during Che lsst four decades* However* there conduces to be enough 
difference In Che economic structure of nonaetro snd astro sress to require 
detslled rursl lsbor force ststlstlcs for policy foraulstlon and other uses* 
Agriculture remains aore laportsnt In nonaetro sreas today than In the rest of 
tot Nstlon, but It Is only one of aan7 laportsnt sectors* Overall, 7 percent 
of the totsl eaployaent In nonaetro sress Is In agriculture, compared to sbout 
1*4 percent In metro areas* However, the heterogeneity regsrdlng the Impor- 
tance of agriculture among nonaetro counties Is striking* The Economic Re- 
search Service* US DA, estlaates that sbout 700, or 29 percent of ell nonaetro 
counties* era faralng-dependent* But, because these counties ere sparsely- 
settled, only 13 percent of all employed nonaetro residents reside In these 
counties* With agriculture ss the aajor Industry In these counties, auch of 
their nonagrlcultursl economic sctlvlty Is economically dependent on conditions 
of the fsrm sector* The faralng-dependent counties ere concentre ted geograph- 
ically In the Western Corn Belt and Greet Plains Stetes, but some of the 
counties sre located In the South end In other regions* 

There are proportionally fewer Johe In the private service sector In nonaetro 
srees then In aetro ereas* The service sector Includes business, personal, 
transportation, communication, and financial services* About one-third of the 
employment In aetro eress Is In services, but less then one-fourth of all 
nonaetro eaployaent Is In that sector* The service sector Is the aajor source 
of new Jobs In both nonaetro and aetro areas* 

Manufacturing employment comprises &bout one-fifth of the total In both ereas, 
but the type of aanuf scturlng In nonaetro sress Is generally different, from 
thst found In metro areas* Nonaetropolltan manufacturing la more likely to be 
nondurable goods-producing, low-wage, and labor-intensive* 
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Data Iaauca 

Uaara of data believe that data are inadequate when the available data systsm 
does not supply what they need for their work. Data may be inadequate because 
they are out-of-date, they do not repreaent well the target population, they 
are not strictly comparable over time, they are not as reliable statistically 
aa dealred, or the definitions of key measures are inadequate* However, data 
uaera characteristically have an inaatlable desire for information to be made 
available to them more fraquently and in greater da tall than ia forthcoming 
from the data system. Collecting information, processing it into statistical 
data, and making the data available to users are very coatly and tlm*-conaumlng 
activities, Becauae of time and financial constraints, It la not feaalble for 
the Federal data ayatem to satisfy all the needs of rural data users. 

Data for some labor force variables are needed for national policy while other 
data are needed for use only at the local level. National policy not only 
raquirea national level aggregataa, but it alao requires estimates at the state 
and local levela. The atate and local data are necessary so that reliable 
comparisons of progress and needs can be made between areas and to give local 
areas equity in access to Federal resources to correct local economic problems. 
The labor f o :ce varlablea uaeful for national policy Include the labor force, 
employment, unemployment, houra worked, earnings, employment by occupation and 
induatry, and related characteristics. The uss fulness of the data la enhanced 
when these varlablea are dlaaggregrated by aga, gander, and racial/ethnic 
characteristics of workers. The Federal data ayatem may be in the beat poa it- 
ion to collect theae data because the aatlmataa need to be comparable in defin- 
ition and accuracy at all geographic and nonmetro and metro levela,' Thla can 
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be achieved only vhen the sane procedures and standards are used uniformly 
across the Nation to collect Information* 

Local areas are In the best position to collect the Information that only they 
need for policy and other uses* This type of Information Is frequently used 
for some specific function* For example , a community may require estimates of 
Its potential lnbor supply for an electric motor assembly plant whose owners 
have expressed an Interest In locating In that community* Another community 
may want to compare the skill levels required by lqcal employers of their 
employees with the skill levels of the local labor force determine If a 
technical training school Is needed* It Is not Llnanclally feasible for the 
Federal data system to collect these types of detailed data* 

Earlier In my testimony I mentioned several Issues concerning the quality of 
rural labor force statistics* I will now address those Issues aa they apply to 
Federal rural labor force data* 

Timeliness of Data 

Current labor force statla.lcs are needed for rural areas , as for the rest of 
the Nation, for policy sad progrsm functions* The government's ability to 
properly define snd address economic Issues Is handicapped when adequate data 
are not available to determine the current status of the labor force, how Its 
attttua Is changing, and why It Is changing* 

The Census of Population is the only source which provides comprehensive labor 
force statistics for all counties* The nonmetro labor force can be Identified 
from these data using the Metropolitan Statistical Area (MSA) designation for 
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counties and cities* All counties not In Metropolitan Statistical Areas are 
non metro counties. However, the Census of Population data are soon out-of-date 
because they are collected only decennially. Nevertheless, because they at>» 
the beit data available, some formulas wW' t allocate Federal funda to local 
areas use Census data, or estimates based on Census data, even alter the data 
are out-of-date. A census conducted at aid-decade would gt^tly Improve the 
accuracy of statistics needed for Pederal progratis. 

Some of the Census labor force Information becomes dated sooner than other 
Information. Numerical counts of the labor force, employment, and unemployment 
are out-of-date very quickly because of constant changes In the population and 
the level of economic activity In t<ost areas. Other Census data which Indicate 
occupational and Industrial distributions are useful for longer periods becauae 
changes in the economic structure of cost ?reas occur more slowly. 

Survey Procedures Provide Inadequate Coverage of the Rural Labor Fore* 

Rural labor force statistics should accurately represent the rural labor force, 
as well as being up-to-date. Inaccurate or Incomplete data may reault In rural 
residents having Inequitable access to Pederal programs. 

The Current Population Survey (CPS) conducted each aonth by the Bureau of the 
Census, provides up-to-date national and atate level data for major labor force 
characteristics. This survey Is based on a sample of about 60, ^OO households 
selected from the 50 States and the District of Columbia. In addition to 
national and state labor force data, statistics are avall&Ue Individually for 
the larger metropolitan areas. Statistics for the noamef.ro labor force are 
lis <s& to aggregates for the U.S. nonmetro populatlou as a whole and for the 
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nonaetro segments of about 41 states* Nonaetro data are not available for the 
remaining states becaue* the number of households In the CPS sample In those 
ststes Is too small to meet the Buresu of the Census' confident leUty require* 
aenta for relesse or publication of dsta. Moreover, the CPS nobmetro data 
available for some other states have low levels of statlatlcal reliability, 
which ralaea questions sbout their accuracy • The CPS does not provide 
Information on the status of the nonaetro labor force at the county level, 
which Is needed for national policy and program administration • Because of the 
diversity of the economic structure snd lsbor force among nonaetro counties, 
national aggregate data, or even atate nonaetro totals may not Identify problem 
situations unique to locsl areas* 

Labor force data are available quarterly from the Survey of Income and Program 
Participation (SIP?), conducted by the Bureau of the Census* The purpose of 
this survey Is to obtain Information on the distribution of income and part- 
icipation In govetoment programs by individuals snd households* The labor 
force Information collected by S1PP la similar to that collected by the CPS, 
but the sample of households Is smaller thsn the CPS sample* SIPP was atarted 
In 1983 and Is scheduled to end In 1987* The labor force data are available 
for nonaetro areas ss s whole, snd like the CPS data, nonaetro statistics are 
not available below the state level* 

Comparability Ov&rTlme 

Time series dsts comparable In definition, geographic area, and accuracy are 
needed for the nonaetro labor force to evaluate progress snd Identify persis- 
tent snd chronic problem areas. However, the compilation of nonaetro statis- 
tics with these desired characteristics Is sometimes Impossible because of the 
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frequent changes In ch* metropolitan designation of trees* 

Nonaetro aress are the residual areas of the United States after the Metropol- 
itan Statistical Areas are identified* When the population and economic char- 
acteristics of a nonaetro county correspond to the definition of Metropolltsn 
Statistical Areas, that county is eligible to be designated a MSA or added to 
an existing MSA* Between 1970 and 1985, there wss a net loso of about 270 non- 
metro counties due to the re designation of MSA's by the Office of rtmsgenent 
and Budget* These changes will be reflected in the statistics produced by the 
CPS liter this yesr* As a consequence, nonaetro data representing the saae 
areas in the 1970 's and 1980 'a will not be available for the study of nonaetro 
labor force changes* 

Changes in the nonaetro designation of counties is less of a problem for the 
analyst when data are available for individual countlea* With coucty- level 
data, analysis is possible for the saae group of counties over tlae* However, 
county lsbor force dats are available only every ten years froa the Census of 
Population* Due to frequent fluctuations in econoalc activity, dats sre requ- 
ired aore often than at ten-yesr Intervals for policy analysis* 

Inadequate Labor Force Concepts For Rural Statistics 

% 

Employment and unemployment statistics sre used widely as indicators of labor 
market performance* The unemployment rate is used to measure the underutlllx- 
atlon of human resources in local areas, states, and the Nation* The residents 
of nonaetro cress have a stake in how accurately these statistics aecsure labor 
use, as Federal funds for human resource development «;rv> allocated to local 
jurisdictions on the basis of employment end unemployment statistics* 
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Studies conducted for the Nst^onsl Commission on Employment and Unemployment 
Statistics, and by the Economic Reaearch Service, USDA, showed that unemploy- 
ment ratea do not adequately meaaure the underuae of labor In rural area** In 
part, this la because the ratea are not idjuoted for the unemployment of d la- 
courage d workers and the underemployment of thoae workera on mandatory part- 
ti<< work ache tales who would prefer to work more hours* Adjuatments In unem- 
ployment ratea to account for those factors would effect unemployment stat- 
istics In metro, ss well ss nonmetr > sreas* But the structure of many nonmetro 
labor marietta reaulta In an additional under count of unemployment relative to 
metro labor markets* 

The Incidence of self-employed workers is nearly twice « great in nonmetro ss 
In metro areas* In 1984. 12*5 percent, of non&etro employment was self-employ- 
ment, compered to about 7 percent of metro employment* Unemployment among 
self-employed workers usually occurs only after their self-employed business 
fslls, but unreported underemployment occurs frequently with the self-employed* 
Some self-employed workers hsve s second wsge and sslsry job, which reduces the 
underemployment for those workers* However, the results of sn ERS study which 
estimated the effects of self-employment on unemployment rates showed that when 
the underemployment associated with self-employment was considered, the unem- 
ployment rate for nonmetro areas Increased 21 percent, but the rste lncressed 
only 10 percent for metro sress* 

A substantial number of workers In nonmetro labor markets are employed la sea- 
sonal jobs* These jobs are In farm production, In the marketing of agricul- 
tural products, in processing of food snd fiber, In recreation end tourist 
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attractions, end la other ectlvltlee. Many of these seasonal worker* ere at 
tlsee underemployed, tad that underemployment it not rafecud la the unemploy- 
ment rata. 

Tbe Panel on Stetletlce for Rural Development Policy of che Rational Ace deny of 
Sciences concluded In Ite 1981 study thet because unemployment rates reported 
for rursl sress ere en inadequate meaeure of labor utilisation, thst s measure 
of underemployment should be Included In employment end unemployment etet- 
Istlcs. However, the Panel eleo found thet eddltlonal resesrch le needed to 
determine whether available data, end employment end unemployment concept* ere 
adequate to conetruct e ueeful underemployment neesure for rurel areas. 



Ssverel atudisi have shown thst the quality of labor fores ststlstlcs for rursl 
*rcss is not on s psr with net 1 one 1 or metro lebor force stetletlca* The 
quality of rural date le low because much of the dete collected ere not col- 
lected frequently enough; much of the date heve low levels of etetletlcal reli- 
eblllty because they ere baaed on eurveye which do not edsqustsly sample 
epereely-tettled rursl areas; much of tbe <>ta are not compareble over time; or 
the definition of unemployment doee not Include ell aspecte of unemployment, 
Including underemployment, resulting In sn ovsreetlmete of labor utilization In 
rural a rsas * 

Inadequate data may sdvereely effect rurel policy enslyele, reeuerch reeulCe, 
program Implementetlon, and Impede rursl peoplee' acceee to federal reeourcee 
for human resource end community economic development* And, elnce Federel 
funde sre sometimes allocated Co local J ur lad Ice t lone on tbe baa la of employ- 
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sent am' unemployment statistics* An under count of unemployment in rural areas 
nay aean Chat rural residents do not receive* an equitable share of Federal 
resources* 

A significant share of the Nation's labor force resides in nonmetro areas— 30 
percent of the employed and 33 percent of the unemployed* While, the economic 
structure of rural areas has become more like the rest of the Nation in recent 
decades, there continues to be significant differences in the economic struc- 
tures, and in the labor forces of rural and urban areas* Hence, timely and re- 
liable labor force statistics at the local level contribute to more informed 
policy iiui program administration for both urban and rural America* 



215 



Tabla l-Civilian Labor Forca and laploywnt, Matro/Kotaattro, 1979-1984 



Ftrlod 



1979 
1980 
1981 
1982 
1983 
1984 
Ql 
Q2 
Q3 
Q4 



Cmiitn 
labor force 



Mttro 



Hooaatro 



Mttro 



Total 



71,192 
72 t 207 
73,301 
76,465 
77,394 
78,819 
77,390 
79,130 
79,671 
79,084 



31,716 

32,512 

33,092 

33,740 

34,156 

34,725 

"34,017 

34,469 , 

35,368 

35,047 



-Tbottaandi- 



67,029 
67,120 
67,825 
69,192 
70,137 
73,076 
71^125 
73,389 
73,980 
73,809 



■of 



29;9ir - 

- 30,150 
30;488 
30,335., 
30,696 
3i;930 
30,875 
31*789 « 
32,677 
32,377V ? 



Sourcas Currant Population Surray. Tha Buraau of tba Cansua. 



f abla 2 -M afrtbntta n of Bagloyaaat ly Hrjor Iatotry Croopa, Mttrojtonaatro, 1979-1»4 



..tttiUtlaa, 
i/ Iaclodai 



atlary letters, aslf aaplojad, sod unpaid uotfasrs.' . 
batlth and paraonil aaiftoat, as aall at transportation, cosai atcatkM, p aMl c 
ij t ia aa c aaat, and saal aatabt. - * 

afaplastle and rataU ttadt, mA noofam atlf aaployad »d uoptld uoriars. 



larlod 


t laxtadtea^ < 








i flasrtcas^ 


s iuoti 


mil/ 






COOStJ 


action 
















I Mttro sM 
t 


ossatro 


: MttZD t 




s Mttro t 
t t 




x Mttro si 

X s 




s Mttro si 

s s 


taaatro 


1979 


14 t 


74 i 


5.1 t 


6.7 


lax 

t 224 s 


224 . 


s 304s 


204 


s 414 s 


414 


1980 1 


14 t 


7.9 i 


54 t 


64 


t 21-4 s 


.224 


t 304 s 


21.1 


s 414 s 


424 


1981 i 


1-4 t 


74 i 


44 t 


64 


s 21.1 t 


214 


i 314 s 


21.7 


s 414 s 


42.1 


1982 i 


14 t 


84 I 


4.7 t 


6.1 


t 19.7 t 


204 


i 32.7 s 


224 


s 414 s 


434 


1963 i 


1 J t 


74 t 


54 t 


64 


s 184 s 


194 


s 334s 


234 


s 414 s 


434 


1984 s 


1-4 t 


74 t 


5.2 t 


64 


t 194 t 


204 


i 334s 


23.1 


s 41.1 s . 


424 


<* t 


1.3 t 


64 t 


4.9 I 


54 


t 194 t 


20.7 


t 33a s 


234 


s 414 s 


434 


<* t 


14 t 


7.7 t 


5a t 


€4 


t 184s 


204 


i 334s 


234 


s 41.1 s 


424 


<* i 


14 t 


84 t 


54 t 


6.7 


t 18.9 s 


204 


t -334 s 


23.1 


s 40.7 s 


41.7 ^ 


* i 


14 % 


74 t 


54 t 


6.4 


t 194 s 


204 


i 3)4 s 


224 


s 414 s 


434 




• t 








s s 




t s 




s t 





Sooroas Oar— st Ibpulatloa Surwy. Tbs Btanaa of tfat Cantos. 



220 



a 

ERLC 




iiiitti: 




216 



TatI* VOaaqdegMnt taut Car MtooAfa— tro, 1979-1J84 (not nmimnj ad>stad) 







x All vc 




x Ut 




: Hod 






nuf 


Mm 


■uo . 














x otfam 










Hrlod i 


U4. 






2 




















! t 


- 






> x MMxd tl 

t t 




t Ifctro 




. • Ihl II t 
► * MiUU X 


























1979 t 


54 


l 54 t 


5.7 


x 54 : 


54 


t 114 : 


na 


: 54 


i 44 


x 6.7 x 


74 


:» s 


7a 


t'74 x 


74 


: 6.1 : 


6.7 


: 13a : 


134 


: 6.9 


: 64 


x 74 x 


74 , * 


1961 i 


74 


t 74 x 


7.9 


x 64 i 


74 


: 144 x 


144 


: 74 


x 74 


x 7.7 t 


84 


1982 1 


9.7 


t 94 t 


10.1 


x 64 i 


94 


xl74 : 


184 


: 94 


: 10.1 


x 94 x 


104 * 


1983 t 


9.6 


t 94 x 


10.1 


: 64 s 


94 


x 174 x 


194 


: 94 


: 104 


x 64 x 


94 , 


1964 t 


74 


t 74 x 


8.1 


x 6.1 : 


74 


s 144 : 


154 


: 74 


: 74 


x 74 x 


84 


* t 


8*4 


t 6a i 


94 


t 64 : 


64 


s 144 i 


17.1 


: 84 


: 94 


x 7.7 x 


84 


Q* ' 


74 


t 74 x 


74 


x 6a : 


74 


x 14.1 t 


154 


: 74 


: 74 


x*74 x 




<P t 


73 


t 7a s 


74 


: 54 x 


6.7 


: 144 1 


164 


: 64 


: 6.7 


x 74 i 


84* v v 


* i 


74 


t 6.7 : 


74 


x 54 x 


64 


: 124 s 


154 


: 64 


x 74 


x 6.7 x 


8.1 



Sara: Qraot Bopulotlm Survey* Tht hamx of tfat Cooout. 



METRO/NONMETRO UNEMPLOYMENT RATES 



PEXCEMT 
15- 



10 



(MOT KA90NM.LV 4#JUOTf») 




;t*o 



123412341234123412341234 
1979 1980 1981 1182 1183 1184 



YEAR 




217 



References 



Gilford, D.M., Nelson, C.L., Ingram, L. (editors). Rural America In 

Psssagej. Ststlstlcs for Policy* Psnel on StstisticsHfoT RureT 

Development Policy, Nstio:*l Research Council, National Acsdemy of 
Sciences, Washington, D.C, 1981. <vc«ae«y oz . 

Green, B.L., CerlM, T.A. Agricultural Policy. Rurel CountUi. and 
Political frogrephy. Bcon. Rss. Ser., U.S. DsptTAgr.T ERS Stiff"" 
Report No. AGES850A29, May 1985. * 

National Commission on Employment and Unemployment Statistics. 
Counting the Labor Forr>_ Washington, D.C., 1979, 

oj" ■ < s 

Nilssn, S.R. Assessment of Employment and Pn^iny— »»• Statistics *Ttr 
No^SrDecl'w If^' BCOnM St * tM C00P * S ^ ^-^Pt- *5& , 

Proceedings of Workshop om Agricultural end Rural Dsta. Jointly 
sponsored by the Economic Statistics 6os*it^7A5ricsT Agricultursi 
Economics Associstion and the U.s; Depertmsnt of Agriculture, Series B. 
nsy *~o, t m % »\ ^» * »- 

Tweeten, L. Rural Employment and Unemployment Statistics . Beckground- 
Peper No. 4. Netional Commission on Employment end Unemployment 
Ststistics, Wsshlngton, D.C., 1978. X*> 

Senator Abdnor. Thank you. J| 
I would like to announce that Senator D'Amato is here. He is a W 

very active member of this committee and I always look forward to 4 

having him here, and I am happy he was able to stop by. 
I am sure you are aware of what we are trying to bring out here. 

I mentioned that you and I got involved in the labor bill some time 

back. 

Senator D'Amato. That was to actfusti an aberration in the initial a '*% 
formula that would have been tremendously unfair to people in the 
smaller rural States such as your own, Senator. 

Senator Abdnor. Yes, sir, and that is how we got inta.tbis very 
subject. ■ . V 

Senator D'Amato. I am wondering, Mr. Chairman, if I might in J 
the interest of time ask that I be permitted to submit my opening ^ 
statement for the record. * " 

Senator Abdnor. Without objection, and we are happy to have it ^ 
be made a part of the record. '$ 

[The written opening statement of Senator D'Amato follows:] * " 
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Writtkn Opining Stathont or Hon. Auonsx M. D'Amato 
MR. CHAIRMAN, I THANK YOU FOR CONDUCTING THIS IMPORTANT 
HEARING. I AM PLEASED TO HAVE TAKEN PART IN EACH OF YOUR 
PREVIOUS HEARINGS ON THE RURAL ECONOMY, AND I AM EQUALLY 
PLEASED TO BE HERE TO DISCUSS THE "RURAL LABOR FORCE." 

POPULATION TRENDS HAVE SHIFTED DRAMATICALLY, IN THE LAST 
30 YEARS. IN THE 1950'S AND '60'S, MANY PEOPLE MOVED FROM 
RURAL AREAS TO THE METROPOLITAN CENTERS. THE PRIKARY REASON 
FOR THIS TREND WAS ECONOMIC; MORE OPPORTUNITIES WERE 
AVAILABLE IN THE BIG CITIES. THIS CAUSED A DRAMATIC DECREASE 
OF WORKERS IN FARMING, TIMBER, MINING, AND OTHER TRADITIONAL 
RURAL INDUSTRIES. 

DURING THE 70'S, THE TREND REVERSED ITSELF AND PEOPLE 
BEGAN TO MOVE BACK TO NON-METROPOLITAN AREAS. HOWEVER, THESE 
PEOPLE RELOCATED FOR DIFFERENT REASONS. THEY WERE EDUCATED 
PEOPLE WHO SOUGHT A BETTER LIFE. THEY DID NOT MOVE FOR 
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ECONOMIC OPPORTUNITIES, BUT, RATHER, TO FIND A BETTER PLACE 
TO RAISE CHILDREN WHICH WAS FREE FROM CRIME, POLLUTION, AND 
OTHER DRAWBAUS OF CITY !. IVING. MAJOR CORPORATIONS ALSO * >4 , 
CONTRIBUTED TO THIS TREND BY DECENTRALIZING AND MOVING SOME 
OF THEIR OPERATIONS TO, THE NON-METROPOL I TAN AREAS , THEREBY 
CREATING MANY EMPLOYMENT OPPORTUNITIES. 

PRESENTLY, WE ARE SEEING THE METROPOLITAN AREAS ONCE 
AGAIN EXPERIENCING GROWTH. CITIES ARE BEING REVI TAL I ZED. AND 
NEIGHBORHOODS THAT WERE CONSIDERED SLWIS ARE NOW aCURISHING 
WITH ACTIVITY. HOWEVER, THIS SAME ACTIVITY IS NOT OCCURRING 
IN THE NON7METROPOL I TAN AREAS. THE RECENT FARM CRISIS IS 
FORCING PEOPLE OFF OF FAMILY FARMS. THE MINING AND COAL 
INDUSTRIES HAVE NOT BOUNCED BACK FROM THE RECESSION OF THE 
EARLY 'aS'S. THE UNEMPLOYMENT RATE IN NON-METROPOL I TAN 
AREAS HAS NOT COME DOWN AS MUCH AS THE UNEMPLOYMENT RATE IN 
METROPOLITAN AREAS. 

ALTHOUGH THERE ARE MANY FACTORS THAT CONTRIBUTE TO THE. 
HIGH RATE OF UNEMPLOYMENT IN NON-METROPOL I TAN AREAS, THE TWO 
MOST PRESSING FACTORS ARE THE HIGH VALUE OF THE DOLLAR AND 
FOREIGN COMPETITION. THESE FACTORS MUST BE RECONCILED WITH. 
OUR LABOR FORCE MUST BE MADE STRONG AGAIN. 

I BELIEVE'WE CAN TURN THINGS AROUND. CONGRESS IS 
WORKING ARDUOUSLY TO PASS A BUDGET THAT WILL REDUCE THE 
DEFICIT BY AT LEAST $55 BILLION. WE ARE ALSO TRYING* TO SOLVE 
THE HUGE TRADE DEFICIT WE ARE CURRENTLY FACED WITH. I " 
BELIEVE THAT, IF WE CAN GET THESE TWO FACTORS UNDER CONTROL, 
ALL AREAS IN THE UNITED STATES WILL AGAIN FLOURISH. 

THANK YOU, MR. CHAIRMAN. 
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Senator Abdnor. Would you care to summarize that or say some- 
thing, if Mr. Briggs wouldn't mind. 

Senator D'Amato. Well, Mr. Chairman, No. 1, I think that the 
area that you have chosen to review today is one that is most topi- 
cal, and I think it is important that we focus in on the shifting de- 
mographics of people who are moving from rural areas to metropol- 
itan centers, and the prime reason I think in many cases is eco- 
nomic. 

That is the reason that many of our young people, who, after we }. 
educate them, no longer seek to follow in the traditional family -? 
businesses. There is a trend, or there did appear to be a trend in 
the 1970*8, for many reasons, of people moving to smaller commu- - 
nities for safety, better environment, and the tendency of m^jor 
corporations to seek lower tax areas, as well as one that would 
offer certain amenities to its workers. 

It would seem to me that there is tremendous strength in our 
rural areas and it is a great way of life. Those upstate communities . 
that have been very hard hit as a result of the economic recession 
in New York State are not too dissimilar from those in the Dakotas 
and other areas. 

People tend to think of New York as simply high-rise and 
subway and fail to realize that over 7 million people live north of 
Westchester and that indeed as we take a small plane and get the 
opportunity to view it, you see that there are great expanses of 
farmland and rural communities. 

Let me say this, Cornell is just such a great resource to our State 
and to our Nation and it is one that I am so very proud of, notwith- 
standing the fact that I went to Syracuse & 

[Laughter.] 

Senator D Amato. But let me thank you, Mr. Biggs, for loaning > 
your expertise to this hearing today, and I thank the chairman for 
nis kind indulgence. 

Senator Abdnor. Thank you very much. 

Mr. Briggs, we are anxious to hear, from you. ' 

Senator D'Amato has often told me about all that rural area you 
have in New York along with your cities. When he gets his New * ? 
York day here with the agricultural products, he convinces me 
more and more how rural New York can be. [Laughter J 

We are happy to have you. 

STATEMENT OF VERNON M. BRIGGS, JR., PROFESSOR OF LABOR 
ECONOMICS, INDUSTRIAL AND LABOR RELATIONS INSTITUTE, . /; 
CORNELL UNIVERSITY ^ 

Mr. Briggs. Thank you. L will.be as brief as I can. The statement . i 
is quite long, so I know I Have to be brief. So I will try to, anyhow. 

Despite both the large size and the critical importance of the * ^ 
rural economy to the Nation's overall welfare, ruraLhuman re- ^ 
source problems continue to be, at best, unrecognized and, at woret, 
neglected. Indicative of this continuing state of affairs is the fact t \f^ 
that useful rural labor market data .continues to r .be, sparse and 
often inconsistent. Support for research .that focuses' exclusively on ^ 
rural labor market operations is minimal, and the few Iresearcn in- 
sights that are available are usually ignored in the policy formula 
tion process. 
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ioS? 851 *?.^ 6 .^ over a quarter of & e Nation's population in 
1980 resided in rural areas and over a third of its labor force was 
employed in nonmetropolitan areas in 1982, public policy continues 
to function as if urban and national labor-market issues are synon- 
ymous. As a consequence, the- unique human resource problems 
that confront rural America remain largely unaddressed. The pat- 
tern of neglect is not new, but there are signs in the 1980's thatthe 
human and financial cost of this- lack of attention, appear to bo 
growing. i. v j f , ■% 

The statistical concepts of unemployment-and its definitibh was 
developed in the 1980 f s-at the end of-the depression ahd.they 
have continued largely in use since then. Duri^;that" depression- 
decade, there was a close relationship between unemployment and 
economic deprivation. Unemployment wasiiiervasro amongst many * 
people of all races and both sexes, .and invafi regions;?^ <nT, 

In subsequent years unemployment has fallen from the depres- 
sion rates and there has been growing concern that the unemploy- 
ment rate no longer is a satisfactory measure of economic depriva- 

As an aggregate figure, the unemployment rate is a composite of 
a vast number of diverse individual experiences. A low unemploy- 
ment rate can mask that fact that , subgroups in a population may 
still be experiencing very high levels of unemployment ' * ^ 

The average figures : often conceal more than' they reveal In fact, 
during the 1960s when the unemployment rate in the late 1960's 
was as low as it has been in the last 25 years, with,rates in the&6 
range, it was during that period that our Nation's cities "erupted 
into a large number of dv&diMrte^afcafe^ 
shortcomings of reliance upon.the unemployment rate aam^dica- 
torof economic welfare. Its deficiencies liecante .painfully obvious 

The report of the National Advisory Coihriutteemi, Civil Disor- 
ders highlighted the fact that even though the .national unemploy- 
ment rate was low, the unemployment rates among many sub- 
groupe in our cities in some areas were extremely high. - '.* > 

And it led to a movement to set up>a series ofVsubemplnymeht 
measures, in other words, ways oTfhiding some other ways of meas- 
uring economic deprivation than simply the uheniployment rate. 

Inis led to the development . of the 'subemploymeht index inSthe 
Department of Labor, and that subemplbymenttoflex, which was 
an effort to combine the working pbor4rpeopl§ithat have jobs but 
cannot earn an income at levels that will bring them above poverty 
levels— involuntary part-time unemployment; statistical ^under- 
count, which is very, very severe in the low-.-mcome population -s 
areas; and discouraged workers— all of those who want to work but : M 
have qmt looking Tor jobs.because they feel none are available. % 

The results of these studies of the subemplbyment iridexV which 'M 
were all conducted in urban areas were, of rourse, a flhock to the tfjM 
Nation. The average subemploymeht mdex'was & jiercent at a * % B 
tune when the national unemployment rates;were^around : 8»ner- 
cent. • •" v ••"V.'s* ;r ' ■ .'jr^ 3 

The subemplovment index was developed in response to a need 
for a better yardstick to measure the underutiliMtion of the urban ' \0 
labor force following the violent disruptions in many of our N& , 
tions urban slums. ' • <|i 
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No consideration at that time was given to the application of the 
concept to rural labor markets. The obvious explanation, is that 
rural workers suffer from an audibility, gap* They lack a> public 
voice. Their needs at the time that the subemployment index was 
developed were probably as severe, if not \warse than those of 
urban workers.. But because rural workers are geographically dis- 
persed and because they lack media coverage relative to what is 
available to urban workers, it is almost impossible for their heeds 
to be articulated and publicized or their frustrations to be mani- 
fested in ways that are available to urban wprken \ ~ 

Hence, there was no research or pplhy^^effdrt ever made to^in- 
clude rural workers in the conceptual deigns of these subemploy- 
ment indexes by the Department of Labor* : \ ' \ 

I go through several other attempts to develop alternative meas- 
ures by the Bureau of Labor Statistics and by the Department of \ 
Labor. ■ ,v 

Due to concern that this unemployment data was not useful, the 
Levitan Commission was set up in 1976 to look -at %e unemploy- 
ment statistics, and especially the concept of economic hardship: I 
won't go through the discussion about why Congress created this 
Commission. z { ' i *" 

The Commission ultimately decided not to publish a single hard- 
ship index figure by an 8-to»l vote with Chairman -Levitan being 
the dissenter and arguing that we should have an r eobhomic hard* 
ship index. * «\ \ 

But the Commission did call for the publication by the Bureau of 
Labor Statistics of an annual report on economic hardship. The Le- 
vitan Commission also called for efforts to makcPthe^wral popula- 
tion identifiable in Government Reports, but in niy 'review 6f iHe 
last two reports by the Bureau of Labor Statistic tiiree reports ac- 
tually on economic hardships th2at have come out, the words 
"rural" and "nonmetropolitan" don't appear anywhere in any of 
them. • *- -V 

So that again it is an aggregate concept. The reports are now 
available showing that there is much more economic Hardship in 
the Nation than is indicated by the. unemployment rates; but hone 
ofitisbrokendowritoidentiifo^ • 

It should also be noted, as Msl Norwbdd mentioned briefly in her 
talk, that as yet, there has been no effprt^at the Federal level to 
address one additional indicator ,df underemployment; namely, th^ 
case of people that take jobs; and therefore l^odiuitedt as being 
employed,, but the jobs are way below their skill levels or educa- 
tional levels that they already possess. Thi§ usually jneans they are 
earning lower wages than they feel thgjr deeerve;, ' \ ^ 

This is the meaning of the, term und^mplpymeht thatmoet 
people in the citizenry of the Nation hava wKen yott ii^ the con- 
cept of underemployment They 2on't.thihE ^ workers 
or involuntary part-time ' workers o^ statistical undercount or all 
the things that economists ftscussVThey usually think in terms of 
people working below their skill levels* ? i ^ A > 0 > ^\ 

But because this type of, information is not presently part of the 
Federal labor market statistical system cmd becanse it is a concept 
that is not easily quantifiable, it is simply ignored as an is9iie. r , : 
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It is likely in rural areas that this phenomena is far more 
common than in urban areas.' Just because social problems cannot 
be easily quantified and, therefore, are not examined does not 
mean that they are unimportant. This issue comes up a little bit 
later in my prepared statement. 

Let me iust very briefly highlight some of the results from rural 
labor-market research. Threre are at least five or six studies, all of 
which are cited in the statement, that have unequivocably stated 
that the unemployment rate is absolutely ' the wrong indicator to 
measure the utilization of 'labor and the job adequacy of rural 
areas: * ^ * 

Senator Abdnor. What page are you on? ^ 

Mr. Bbiogs. Under rural labor market research, and the cita- 
tions are there, Tweeten, Hathaway, Marshall, Nilseh, Martin,* 
Rungehng, and others, with all the specific page rerommen(Jatiols! 
all of which unequivocably state that the unemployment rate is the 
wrong mdicator. And these are studies Uxat have focused exchiSv* 
ly on rural as opposed to national studies of labor marketaithat 
largely are reflecting urban data biases. These are studies that all 
looked only at the rural labor market, and all of them baW unequi- 
vocably stated this condusiori: ?v, ' 

The reasons follow in the rest of this secti on bf my prepared 
statement There is the higher incidence of self-employment, the 
higher incidence of involuntary parWimeiemplbyment, the higher 
incidence of casual labor, of unpaid family labor, multijob holders, 
migratory and seasonal labor. All of these iriwcate*the.need for a 
broader type of statistical data base to really havejan understand- 
ing or rural labor inarkets.' They aje important -for urban areas, 
too, but they are much more important for rural areas.- "", " : ' 

Thus, it is not surprising that the rural labor marketresearchers 
are m complete agreement that underemployment- measures are 
mandatory for an adequate depiction of nonnietropolitah labor 
market reality, and I will cite some findings of the National Gove* 
nors Association. When the CETA Program was of special interest 
to them, they were very concerned about the use of unemployment 
rates because it was a bias against providing services to rural areas 
for which the Governors were primarily responsible. 

I also mention a study done by Ray Marshall, former Secretary 
of Labor, when he was an academic economist. He made an effort 
to estimate subemployment in rural areas. Another study, of which 
I was a part, of the Southeastern part of the United States* calcu- 
lated a subemployment index for rural-cbunties.of .41* percent. The 
details are discussed in my prepared statement. 

One of the problems is„also the fact that there is inconsistent 
definitions between Government agencies, and you touched on this 
a few moments ago with Ms. Norwood between the Bureau of the* 
Census, between, the Department , of Labor, between the Depart- 
ment of Health and Human Services. ;• 

The Levitan Commission argued in favor of a consistent defini- 
tion among Government agencies that collect and publish rural 
and nomnetropolitan data so we could actually carry on a dialog 
and know who is talking from what data source; But still there is 
no sign that that recommendation has been acted on.yet 
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Looking at the £ost-1980 developments, it included the most seri- 
ous recession penod that the! Nation has encountered since the. 
early 1930's in terms of unemployment rate; It dooks as though 
rural America has suffered the worst,of -all possible fate^slndica- 
tive again of some of your introductory comments, normally the ex* 
perjence has been that the une mployment rates of rual Aiqgrica 
have always been below the national rates. 5 There is aome\dndica- 
tion here in the 1980's, howeyer, : that soma^of the, unemplpyirient 
rates in rural areas, at least as measured by nonmetropohtan data, 
are even exceeding those of the.uAan ^ x< " £' 

Senator Abdnor. I will tell you one thing, in the rural areas, 
people will take any kind of available job^hen they heed one. 

Mr. Brigos. Yes. t f s ^ _.»\ } Td:^t ^ 

Senator Abdnor. I would like to see more people in urban areas 
of this country take the kind of work they do. Then^if they canft 
find work and the unemployment, rates a^e high, it is because there, 
is absolutely no work available. Some of the jobs^areiot desirable 
and the workers iare often turned down, I would just like to make 
that point. , ^ t[ , 4 ; f . 0 ,o^«$* 

Mr. Briggs. Well, there is a very important study in your neigh- 
boring State of Nebraska that I mention in here that touches right 
on that point > . ^ ~ r ' / \ \ h "V 

Let me just say, and, it 3ay not be popular to say, but I think 
aside from the severe problems at agriculture has had in recent 
years that some of the effects of national economic poi^cy .in rural 
areas have been disastrous for ftiral America. Under 'the Budget 
Reconciliation Act of 1981, as enacted by Congress, the^fiyst princi- 
ple consisted of 1 cutting F^ei^ personal income, tax^. ,* ^ > 4 ~ 

The taxes, however, were, proportional to income. Hence, as tbere 
were proportionately more people iirlo^er income bracket* and 
few in higher income brackets m most, rural areas^thah in urban 
areas, the rural economy has received very little Benefit from the 
stimulation as did the urban economy from that type^ofj across-thef-. 
board tax reduction. " f ' ^ 

Second, on the expenditure side, the sharp cuts in social'expendi- , 
tures, because of many of the> problems especially of poverty "arid 
dependency, have been much more severe in riiral areas than in 
urban areas. The cutbacks in these programs on thte expenditure 
side have meant less money available for rural r areas; v v **. 

Third, the massive buildup in defense areas will 1 only fangential- 
ly touch most of rural' America. It wiU ?: heIp3;ce^ 
tremendously and a few rural areas, but:mdetf of rural America is 
not going to be affected by this. " • ^ • * \s*r • 

There are only a few studies that have touched on' this experi- 
ence so far that I know of. One was done by the Tennessee Valley 
Authority of its 201 counties in the Southeastern^ part of the 
United States. It found, as I touch oh in here, that their communi- 
ties received only 17 percent of the economic "stimulation as the na- 
tional did. . * r. s f£T it k :*&>>fKt^ 

Confronted with this massive recession we had in the early 
1980's, their area had very little stimulation* They actually found a 
number of counties in the Southeastern United States in which the 
counties -ere negatively affected by these three components of this ^ 
economic legislation. They are actually worse off as a result of the 
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cutback m expenditures, the tax cut which did virtually nothing 
°LP a 2 y of , them - md °»e emphasis on defense expenditures. 

The Southern Regional Council has made almost the same con- 
elusions. If I might, I just wish to cite one study here from Nebras- 
ka, a predominately rural State, and in 1985 it just released a 
study, a statewide survey.iin whichrihey wanted to find out wheth- 
er or not the mtuafcon really was worse than it was being reported 
bytheFederal ; 8tatdstics. - "£ ^ 

They have conducted their own surveys expanded-statewide 
sample, and used the exact same definitions used by the?Bureau of 
Labor Statistics and found that? while *the; official unemployment 
rate in the State was 5.7-percent, their survey rate was 6.1 percent 
in other words, their survey Tate was higher.' a?. 

The survey found the unemployment rate of urban workers was 
7.3 percent while the rural rate was 5.3, which then meant that the 
rural rate was lower. The study then found that 12 percent of those 
employed were involuntary part-time workers, 1.1 percent were dis- 
couraged workers who had dropped out, but. the jacet , surprising 
fi* 111 * m this whole study was that 23 percent of. the. peopled? 
reported themselves employed stated that they- were Working at 
jobs that were below their skill levels and education levelHrhey 
iJ ^ ? Jofa * onl y because they were <the only jobs they 
could find, the exact comment you made a, moment ago. * • 

^though this report did not give a specific breakdown, it 'did 
state that the problem was much worse, that this issue of the 
downgrading of the labor force, was much more severe in the" rural 
than in the urban areas. 

Jf* ™f iust make a last comment and then I will stop. It can be 
expected, however, that if underemployment measures are actually 
developed and if they are included in the formula to allocated Fed- 
eral funds, and that is discussed in this statement, but I haven't 
highlighted it, there would be a considerable increase in the assist- 
ance provided under most programs to rural areas, and such in- 
creases will probably mean decreases elsewhere. ' 

It is likely that there will be immense political opposition to any' 
eflort to change the prevailing urban biases that accentuate unem- 
ployment as the key allocator, and the National Governors' Asso-" 
ciation has made that point. 

Thus, part of the resistance to the wider adoption of economic 
hardship measures stems not from the logic or the methodological 
restraints that we focus so much on, but from the political aware- 
ness of what the results might be. Thank you. 
[The prepared statement of Mr. Briggs follows:] 
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Pupaucd Statement or Vhnon M. Btioos, Je. 

The Rural Ubor Force: Unemployment 
and Underemployment Issues 

Despite both the Urge size and the' critical Importance of 'the rural ' 
economy to the nation's overall welfare* .rural hwen resource problems continue 
to be either at best unrecognized or at worst neglected. Indicative ;of this 
continuing state of affairs 1s the fact that useful rurtl labormaricet data 
continues to be sparse and often inconsistent. Support for research that focus 
exclusively on rural labor market operations 1s m1n1me1*and the f few research 
Insights that are available are usually. Ignored in tbe'pollcy formulation, 
process. Despite the fact that over a quarter of the nation's population in 
I960 resided 1n rural areas and over one-third of Its labor force was, employed 
1n non-metropolitan areas 1n 1982, public policy continues to functionas 1f 
urban and national labor market Issues are synomyns. As. a consequence* the 
unique human resource problems that confront rural America remain largely 
unaddressed. The pattern of neglect 1s not new. But there are signs in the 
1980s that the human and financial costs of this lack of attention appear 
to be mounting. 

THE CONCEPTS OF EMPLOYMENT AND UNEMPLOYMENT 

The official definitions of the civilian labor force—those employed plus 
those unemployed— have not been substantially altered since they were set forth 
near the end of the Depression (National Commission on Employment and Unemploy- 
ment Statistics, 1979: 23). The definitions used by the IKS. Bureau of the 
Census 1n Its monthly Current Population Survey state that employed persons 
are those civilians more than sixteen years of age who art not institutionally 
confined and who either work for pay at any time or who work unpaid for at 
least fifteen hours 1n a family-operated enterprise during the weeMn which 
the monthly sample count 1s conducted. Those persons who were temporarily 
absent from regular Jobs because of Illness » vacation, industrial dispute or 
similar reason are also counted as being employed* A person with more than 
one job 1s counted only 1n the job at which he or she worked the, greatest 
number of hours. Since January 1983 » resident members of the Armed Forces 
are also Included In the national but not the local labor force statistics. 
Unemployed persons are those civilians above the age of sixteen who are not 
Institutionally confined who did not work at all during the survey week but 
who claim to be available for work and who searched for a job during the 
preceding four weeks. The official unemployment rate, 5 therefore, 1s simply 
a ratio of the unemployed to the combined number cf employed and unemployed. 
Thus, the definitions used to determine the official unemployment are sta- 
tistically explicit. 

Aside from a few minor suggestions, such as the Inclusion of the military 
1n the national statistics, the National Commission on Employment and Unemploy- 
ment Statistics recommended 1n 1979 that no chances be made 1n the current „ 
definition of employment. The commission, 1n a five to four split vote. 
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JK!fi?? ,y "T^W a :? r °P?» 1 thtl discouraged workers should be counted 

une Sl2 yed t^* 10 "* 1 Cotwlssion of Employment and Une^loyment 
2l2S2n Vd?? S *K M I? 1 " 5 1 d l^ussed subs^ently, the'cSEnJed 
exclusion of discouraged workers his disproportionately adverse significance 
to the evaluation of rural labor markets relative to>urban labor mirkets. 

THE CONCEPT OF UNDEREW.OVNPTT 

During the depression decade of the 1930s, there wis 1 close relationship 
between un^ oywnt end economic deprivation; tt^loyeent was pervasive P 
enong ell regions, reces, sexes, end cHsses. iln subsequent veerT ii't&TuH. 
wpWnt rate 1 has f.llen conslderebly^fi^^fi Deprw^ h^lSntJ? there - 
hes been growing concern thet the une^loymnt nwSnSm iWsetHfectory 

f^T «onomic deprlvitlonr As en^eggregite.flgure «S une^Wt rat? 
ll£ . e0 ^ $1te °f the v,st M10u - nt of Averse 1nd1yldue1experSlt?HeJeI, 
even j low une«ploy«ent rete een mask the fiet thit subgroups In the populetlon 

oftJ «lr^ e ^ r1 ?J cin L very Msj.levels of ur*»?1oy«ent/ Averege figures 
often conceel more then they re veil I . 

.'»*?'•". 

<t« J?;*??' dur1n9 th ? 1960s " *** e1v11 r1 9hts "»vo«ent progressed froi * 
l^rlSit S pre °£ U £ 4t l°.\ w1 ^ tt ? $oc1a1 lnd PolltleeMndlgnltles of overt*' 
^ , t0 Ocarina * ■oveaent : for ? equal economic " 

! ft* s *°rtc<*iW of sofe «*1 lance iupon the urtee*1oyMnt rate 
JESSE^M 1 * *"*™ s - Uneeploynent.rates during the Mid-1960s fell to 
their lowest levels since World Uer II. Yet 1 rash of civil disorders erupted 
In a number of urban areas throushout the netlon. Analysls^otohe-causes of" 
2SL,«5fc ¥ Jl* 55 ntered 9"" the deterloretlon of uroaii black c*1oymint op- 
?^«J™ S ^r? 1 !? SPP 0 !!** w«<>n*1 trends (Report of the Hatjowl^visoTv 
2?!4tg> flB i« 1,1 l D l ,nrt B> 196 ? : 251-65): Many of thes~urben blacks H 
were either Migrants from the rurel South'or children of. fanHles who theaselves 

were more then twice those of-whites end the retes foftblaek-HOMen end blaek^ 
£2d EE M9he :- ?^. t0 « k rt"1ngs even worse labVZke™ perts 

w« s^«a e .isas Stars ^"^waaSsr? 

Thus, the stage wes set for a deperture from sole reliance upon the un- - 
o« en K r4 . t , e c 4S «! he £r? nc1 P« 1 oetemlnent of the adequacy^ labor Markets. • 
In 1966, the U.S. Department of Lebor (ML) launched iti «s1u« survey" in ten 
large urban areas. No nonoetro areas were included. The study found that in 
J«!5L 4re4 . S , "* n1narU1 « *w disproportionately concentrated; considerably 
higher uneaployment rates prevailed than In the surrounding Metro areas. But 
: •JSUSi" * n4 i vs1s W4S broadened by .the Introduction of>the new concept of 
?h« 5 » B1 ?1 oynent- measure (Manpower Report of the President . 19S7: 73-75). 
The details of this measure are discussed elsewhere {see Brlggs, 1961: 363-364) 
5»J«,5.?2 S4y f ? r V™™ 1 Purposes that the index sought to Measure not only 
rSflS^Si" "wWwnt but a so to Include allowances for the working poor, 
J# - J?R]H t, I y P irt - t1me ployed, discouraged workers, and even an estimate 
of statistical undercount which is well known to be a airlous problem In ill 
nCO f - 4rMS /, ? e . re ? u1t ws thit "beifloyment <» these teTuroan slum 
34 "reent betWMn 24 percent ,nd 47 pment " the »verage was 
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The subemployment Index was developed 1n response to the need .f or a better 
yardstick to measure the utilization of available urban labor, following the 
violent eruption of a number of the nation's urban slums. No consideration 
was given at the time to the application of the concept to rural -labor markets. 
The obvious explanation 1s that rural workers suffer from an "audjbllity gap." 
They lack a public voice. Their needs at the time. that the subemployment 
Index was conceived were as severe as those of urban workers, if not more so. 
But because rural workers are geographically dispersed and'tney lack media > 
coverage (relative to what Is available to urban workers)* itMs almost Impos- w 
s1b1e for their needs to be articulated and publ1c1zed v on for their, frustrations / M 

to be manifested 1n ways that are available to urban, worjkerA;rh£nce> no, research F m 

or policy effort was made to include rjiral workers in 'tne'corcehjuaj design of ^ 
the Index by COL. "In passing it shoul dT be\nbted Jthat in"! P^the final report 
of the President 1 * National Advisory Commission on>fojrat- Poverty did, make 
reference to the severity of underemployment in rural' areas. Jts report, how- 
ever, did not attempt to measure the magnitude, of underemployment or to offer 
a preferred way to measure its dimensions, (President's National Advisory Com- 
mission on Rural Poverty, 1967: X). ^ ^ • y 

In 1968 , 001 announced that further surveys were underway and suggested 
that "Impoverished rural areas" should also be studied 1n light of this expanded 
definitional concept. But with the change in national political leadership 
and philosophy at the federal level that occurred in late 1968, the. official 
Interest in the subject of underemployment concepts' was abandoned (Spring: 
1972). - ^ j ' 

\» < 

In 1972, the staff of the Subcommittee on. Employment, 'Manpower, and Poverty 
of the Senate Committee on Labor and Public Welfare undertook, the -task, oft? 
compiling a subemployment index for fifty-one urban areas (U.S. Senate*' 1972: - 
2276-80). The subcommittee relied, however, not on a, sampling technique but 
rather on the data collected 1n*the 1970 count of the entl re > population of 
these low Income areas by the census. It found that although the national 
unemployment rate was between 5 and 6 percent, the unemployment rate In these 
1nner-c1ty areas was 10 percent and the subemployment rate was 30 percent. 
The subemployment concept was essentially the same as that used In 1967 by 
DOL. Again, no effort was made to include any rural areas. 

Interest among academicians in the subject of an expanded definitio-ial 
concept remained strong, (see Miller, 1973: 10; Levitt and Taggart.1973; 
and erlggs, 1981). In 1973, the passage of the Comprehensive Employment and 
Training Act (CETA) mandated. that DOL develop data that closely resemble those 
needed to construct a subemplryment index. The act elso^requlred that funds 
be allocated on the basis of ^ocal labor market data on unemployment— even 
though no such local labor ma -ket data existed at that time (Norwood 1977). 
The Bureau of Labor Statistics (BLS) of DOL was given the ^responsibility to 
develop all such date. In 1975, the commissioner of BLS outlined the extreme 
difficulty encountered 1n the collection and tabulation of subemployment data 
(Shlskln, 1975). Because there was no consensus among policymakers, academicians , 
and the public, the commissioner requested that an independent and Impartial , ,, : 

review committee be established to examine the definitional issues involved. 
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In the meantime, in 1976, BLS announced that it would begin tabulation 
and publica .ion of seven separate "measures of unemployment." One would be 
the official defined rate whereas the other six were various measures that 
1>r? ?] the Lii? hte L? r looser constructions of labor market conditions 
iShlskln, 1976). This useful monthly and quarterly series continues to be 
available. It 1s, however, an aggregate tabulation for the nation as a whole 
with no mention of rural labor market conditions. 

Later in 1976, legislation was enacted that established the national 
Commission on Employment and Unemployment Statistics (Public Law, 1976). 
This presidential comralsjion of nine nongovernmental persons was charged to 
examine the need to develop broader labor market concepts. A specific request 
was made to stuty the issue of economic hardship. Sar Levi tan, was appointed 
chairman of the new commission. . Kr 

In its final report, the Levltan Commission did find "that the present 
system falls short of meeting the Information needs of labor market analysts" 
who are concerned with the usefulness of the data for policy development 
(National Commission on Employment and Unemployment Statistics, 1979: 38). 
The report observes that "unemployment rates In rural areas are consistently 
low relative to urban areas." Taking specific note of the inordinately high 
incidence of poverty In nonmetro areas and the general scarcity; of jr z 
relative to metro areas,, the commission also mentions that the' problems of 
worker discouragement, involuntary part-time employment, and the working poor 
are especially severe in many nonmetro areas. The commission states that 
the diverse circumstances of rural workers and the unique characteristics 
of rural labor markets" underscore the need for new measures of earnings and 
inSS"* J^ uac y (National Commission on Employment and Unemployment Statistics, 
1979: 97). The commission noted that "economic hardship" may come from low 
wages among emploved persons, u*iemployroent-(1nclud1na, partial unemployment 
due to slack work) among those 1n the labor force, and limited participation 
In the labor force by persons who desire more participation. The commission 
recommended the development of "multiple indicators" of hardship. In Its 
final report, however, the commission rejected the idea of a single composite 
index of .labor market hardship. Such a composite index had been* contained 
In the preliminary draft issued nine months prior to the final. report. The 
decision not to recommend such a single index was based on an eight 4 to one" 
vote with Chairman Levltan casting the single dissent (national Commission on 
Employment and Unemployment Statistics, 1979: 59-60 and 71-72). The majority 
of the commission concluded that "the issues associated with defining labor 
market hardship reveal the inherent complexity and multidimensional nature of 
the concept." The commission did recommend that distinct indicators correspond- 
ing to various types of hardship be developed and published In an annual hardship 
report that would separately discuss employed persons earning .low wages, unemploy- 
ment, and nonparticipation In the labor force (National Commission on Employment 
and Unemployment Statistics, 1979: 63-71). In response to this specific recom- 
mendation for a special annual hardship report, the BLS has published such 
reports beginning in 1982 (Bureau of Labor' Statistics, 1982, 1983, and ,1984). 
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It 1s significant that the commission explicitly recognized the lack of 
useful labor market Indicators for measuring the adequacy of employment for 
rural workers. It discussed the need for better Indicators other than simply 
unemployment. It did recommend "that the rural population be an Identifiable 
population group 1n Indicators of labor market related hardships" (National 
Commission on Employment and Unemployment Statistics, 1979: 97); Unfortunately 
but not surprisingly, the aforementioned BLS reports on economic hardshlo that 
have been published since 1982 do not Include any data breakdown that Identifies 
rural or nonmetropoUtan workers as an "Identifiable population group." It 
1s likely that many of those persons Identified 1n these reports as being 1n 
need are rural workers. But one would never guess that this 1s the case from 
reading these' reports. 

It should also be noted that no federal effort has yet been made to address 
one additional Indicator of underemployment. Namely, the case of persons who 
take jobs— and are thereby counted as-being employed— but the jobs are below 
the skill levels that many workers already possess. It usually means that they 
are earning lower wages than they feel they deserve. This 1s the meaning of 
the term underemployment that most non-economists usually have 1n:m1nd when 
they discuss the underemployment Issue. But, because 1t 1s not presently 
part of the federal labor market statistical system and because 1t 1s a concept 
that 1s not easily quantifiable, 1t 1s simply Ignored as an Issue. It is 
likely 1n rural areas that this phenomenon 1s more common than. 1n ( urban areas. 
Just because social problems cannot be easily quantified and, therefore, they 
are not examined does not mean they are unimportant. * 

y 

DATA AND PUBLIC POLICY 

The unemployment rate has become by far the most Important of the economic 
Indicators. It has been referred to as "the most Important single statistic 
published by the federal government" (President's Committee to Appraise Employ- 
ment and Unemployment Statistics, 1962: 9). Not only has 1t become the standard 
for determining the Inadequacy of the demand for labor and the slack utilization 
of the available labor supply, but, especially since the early 1970s, 1t also 
has evolved Into a role as a primary allocator of federal funds for human 
resource development policies (Sh1sk1n 1977; Norwood 197/). 

Thus, the "official" unemployment rate has become more than simply a sub- 
ject of academic Interest. It has become a topic of practical Importance 1n 
both the formulation and the Implementation of public policy. 

Yet since the early 1960s there has been growing concern by some labor 
economists and by many public officials that the unemployment rate Itself 1s 
an Inadequate Indicator for understanding the actual condition of local labor 
markets. Among the research community that has focused upon rural labor 
markets, the verdict 1s overwhelming— 1f not unanimous— that this' standard 
1s especially Inadequate for assessing the actual conditions of rural labor 
markets. 

Under the Job Training Partnership Act of 1982, for Instance, the formula 
for the allocation of funds 1s composed of three equal components. They are: 
one-third of the money according to each state's relative share of low Income 
persons; one- third according to the state's relative share of unemployed person's 
above 4.5 percent of the labor force; and o<-~*th1rd according tc the state's 
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THE ■RELEVANT FINDINGS OF RURAL LABOR MARKET RESEARCH 
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n**i The e Jf° 1u * 1on of ws* <> f the efforts to measure underemployment has had 
little explicit recognition of rural labor market behavior. Either the con- 
cepts were based largely upon urban market studies or upon ,iational data 
series that are heavily biased toward urban data Inputs. ** 

Research that 1s explicitly concerned with rural labor market operation 
and the job-seeking behavior of rurai workers 1s very limited relative to that 
available for urban areas and urban workers. Moreover, the findings of this V>* 
relatively small body of rural research are not always consistent on all JR 
matters. But on one key Issue there 1s singular agreement in the rural labor 
market literature: the official government unemployment rate 1s a very poor ?% 
measure of both underutilized on of labor supply and job adequacy 1n rural *V 
2J? aS * , { 5SS Tweeten. 1978: 21; Hathaway, 1972: 43; Marshall; 1974: 78; 
Nilsen, 1979: 31; Martin. 1977: 223; and Rjngellng, et. al ., 1977: 146). 
Each of these studies were based on research that was explicitly directed at 
rural labor market operations and rural workers, and each has strongly recom- 
mended that some measure of underemployment would be a far more-appropriate 
descriptor. The reasons given for the need for suchameasure are complex but 
they do reflect careful analysis of nonmetro phenomena. 

The Incidence of self-employment 1n 1975 was twice as high 1n nonmetro / £ 

/H!f s (17 ;!E ercen £ of the 1abor force ) as *« 1n »tro areas (8.9 percent) 
(Nilsen, 1979: 11). Of those self-employed 1n all nonmetro areas, 61.4 percent 
reported such work was their sole source of earned Income. It is farm activity 
In rural areas that accounts for most of the difference 1n the degree of self- 
employment between metro and nonmetro areas. Self-employed persons represent , 
an entirely different group than those who work for wages and salaries. Income 
from self -employment 1s subject to greater fluctuations and the earnings derived 
from such work are often low. Also, as Nilsen has noted, "unlike wage and salary 
jobs, unemployment from self-employment activities generally requires that the 
enterprise falls" {Nilsen, 1979: 13). 1 1 

It 1s also of consequence that Involuntary part-time employment 1s higher 
in nonmetro than 1n metro areas. In 1975, the difference war. 4.8 percent to 
3.7 percent or almost 30 percent higher (Nilsen, 1979: 17). The main reasons 
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for this difference are that many rural Industries are more sensitive to un- 
favorable weather conditions and the employment mix 1h. rural areas Is dispro- 
portionately composed of industries with unstable labor requirements. Hence* 
the numbers of weeks worked by rural workers is consistently below that of ^ 
urban workers. * : 

In addition, casual employment, unpaid family labor, multiple-job holders, 
as well as seasonal and migratory work are, all more common in rural areas than 
in nonrural areas (Tweeten, 1978 : 4) k . As a result no nmetro* areas have a * 
much hlg'ier proportion of low earnings' occupations than do metro areas. The 
occupational categories of operatives, laborers, and farm occupations are 
proportionately higher. These three occupations represented 41 percent of . 
all male employment in nonmetro areas as opposed to only 25 percent in metro 
areas (Nilsen, 1979: 22-25). V 

With regard to income, median family incomes in rural areas are rising 
but they remain considerably below those of urban families. The 1980 Census 
showed that median family income in urban areas was $20,623 while it was 
17,995 in rural areas and $16,592 in nonmetropoHtan areas. Moreover, 'the 
incidence of family poverty was 9.2 percent in urban areas but 10.6 percent 
.in rural areas and 12.0 in nonmetropoHtan areas. Yet, participation in 
social programs (e.g., unemployment insurance coverage, minimum wage coverage, 
and disability insurance) for needy persons, however, 1s lower in nonmetro 
areas than in metro areas (Tweeten » 1978: 5). 

The fact that the population 1s geographically dispersed in nonmetro areas 
adds to the difficulty of providing labor market information and of delivering 
employment assistance services, likewise, the general scarcity of employment 
alternatives in. nonmetro 'areas often leads to shorter job search activity. 

As a result of these uniquely nonmetro labor markec characteristics, the 
available research is uniform in its findings. The statistical representation 
of unemployment 1s actually lower than the real number of per*cr.^ wanting * u 
jobs. Many persons who are involuntarily employed part time are ^counted -as 
being fully employed. Labor force participation rates for both.men and women, 
are lower in nonmetro than metro areas. (Tweeten, 1978; 3-4). The explanation • 
1s partly due to differences in the respective age profiles of the sectors and 
partly because workers become more easily discouraged from actively seeking 
jobs. There are considerably fewer job alternatives available 1n rural areas 
and low wages dampen the enthusiasm for prolonged searches (Rungeling et al., 
1975). The lower wage levels, the presence of fewer capital 1ntens1ve"Tn3us tries, 
the seasonal employment opportunities, and the reduced access to income assistance 
programs all contribute to the fact that the working poor are proportionately 
more numerous in r.?nmetro than metro areas. 

Thus, It is not surprising that rural labor market researchers are 1n 
complete agreement that underemployment measures are mandatory for an adequate 
depiction of nonmetro labor market reality* These conclusions were recognized 
.by the National Governors Association (NGA) during the time that state governors 
had a primary responsibility for implementing the human resource programs in 
rural areas under the Comprehensive Employment and Training Act that was - 
in effect from 1974 to 1982. NGA strongly criticized the use of unemployment 
rates as a basis for fund allocations and it sought to have some form of 
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^employment formula substituted 1n Its place (National Governors Association, 
1979: 43-104). The NGA, was also very concerned that so little research 
has actually been done on the critical problems of the working poor and dis- 
couraged workers 1n nonmetro areas, and Chat the economic profession has been 
unable to develop a measure of underemployment that can U disaggregated to 
nonmetro labor markets (National Governors Association, 1979: 48-49). 

One crude effort was made by Marshall to .construct a subemployment Index 
• for the aggregate nonmetro economy 1n 1970 (Marshall, 1974: 80-81;. The 
result was that the nonmetro subemployment rate for men was 25 percent and 
for women 17.3 percent. The subemployment rate for men was 6.1 times greater 
than their unemployment rate; for women 1t was 3.0 times greater. The major 
limitation of Marshall's work was that 1t 1s based entirely on the use of 
ficondary data—that 1s, census data. 

Only r, 1e study of nonmetro labor markets *;as attempted to compute* a sub- 
employmer Index that was drawn from a primary household survey (Rungellng 
et al.. j77). The strength of this study 1s that 1t was based on 3,422 
invc. .iews that were randomly selected from the population of four geographically 
separated southern nonmetro counties. The questionnaire was able to probe 
more deeply into participation and nonpartlcipatlon than has any other source 
of labor market information currently available (Including census reports). 
It was possible to identify precisely who was Involuntarily employed part time, 
who were discouraged workers, and who were the working poor. This information 
was compiled and used to prepare a subemployment index that was constructed 
with exactly the same standards used by Levi tan and Taggart (Levi tan' and 
Taggart, 1973) 1n a national study. The result was that although Levltan 
and Taggart found a subemployment Index of 11.5 percent for the nation 1n 1972, 
Rungellng et al_. . found a rate of 41.0 percent for the combined four nonmetro 
counties for roughly the same time period. 

The limitation of the Rungellng et a_L, study, however, 1s that the four 
nonmetro counties (one each 1n Georgia, Louisiana, Mississippi and Texas) were 
all from the South. Moreover, the counties were preselected partly because 
of their known high Incidence of poverty. But the authors do contend that 
each [county] 1s roughly representative of large segments of the rural South" 
(Rungellng et al., 1977: 12). Nonetheless, the subemployment rate of, 41.0 
percent 1s certainly extreme as a depiction of the total nonmetro economy of 
the nation (and, perhaps, of the total nonmetro South)'. The study, however, 
did reveal numerous ways 1n which nonmetro labor markets are dlstlnguishably 
different from metro labor markets. For instance, the official unemployment 
rate for the tour counties, computed from the Interviews, was only 2.7 percent. 
But the combined labor force participation rate of the counties was an incredibly 
low 42.3 percent (the comparable national rate was 61.8 percent 1n 1972). In 
standard labor market analysis, low unemployment rates are usually accompanied 
by higher than average (not lower than average) labor force participation. 
Tne study was able to identify exactly why the labor force participation was 
so low. It found that the unemployment rate would have been 11 percent higher 
if discouraged workers were Included and another 8 percent higher 1f those 
working Involuntarily on a part-time basis were included (Brlggs et al., 1977: 
228). Also, whereas 43.1 percent of the households surveyed wereTlvtng 1n 
poverty, fully 34 percent of those poverty households had a head who was 
employed full time. Thus, there were many nonmetro workers who were poor 
despite the fact that they were regularly employed. Notwithstanding the limi- 
tations of the study? the magnitude of the revealed problems accentuates the 
necessity of a more realistic measure of labor utilization than mere reliance 
upon the standard definition of unemployment. 
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THE DATA BARRIER TO EFFECTIVE RESEARCH 

To collect primary data 1s a costly undertaking. It 1s not surprising, 
therefore, that most of the United amount of available research 1s based 
upon secondary data. But the use of secondary data sources Is often confus- 
ing. One of the factors that has retarded research 1n nonmetro labor market 
operations and has hampered the formulation of effective public remedies for 
nonmetre human resource problems has been the lack of a cons1stent;*def1n1t1on 
of the term "nonmetro." ^ ' fc "J?"' r * 

' The Bureau of the Census has two separate data 'series that; are most 
comonly used to define th- rural population. 0ne,*used 1n the Current 
Population Survey , Includes 1n the metro population all persons living 1n t 
Standard Metropolitan Statistical Area (SMSA) of G0»00C persons or more; 
those living 1n the county In which an SMSA 1s located; and those counties 
tied to an SMSA by dally communication links. The nonmetro population. Includes 
those people living In the counties that remain. The Census Bureau, In Its 
decennial count of the population, however, uses a definition of the rural 
population that defines rural persons as those living 1n open country as well 
as small towns of less than 2,500 persons, unless Inside the urban fringe of 
metropolitan areas. "Rural" and "nonmetro" are sometimes used Interchangeably. 
This 1s misleading because the land areas classified as nonmetro greatly exceed 
the areas classified as rural. Moreover, 1t Is estimated that about 30 percent 
of those classified as "rural "reside 1n open areas within the boundaries of 
metro areas. 

The U.S. Department of Labor, Inturn, defines as rural counties those 
1n which a majority of the people live 1n places with populations less than 
2,500. Because the definition Includes people living 1n places with more than 
2,500, the 00L definition 1s more Inclusive than 1s the definition of the 
Census Bureau. 

The nonmetro definition of rural 1s often used by the U.S. Department of 
Health and Human Services 1n Its rural programs. In addition, there are other 
definitions used by the U.S. Department of Agriculture (some of Its programs 
define as rural areas the open country plus places with population of 10,000 
or less). All of these are "official" definitions of one government agency or 
another. Until the population 1s uniformly defined, It Is very difficult to 
address the derivative labor market data problems 1n an unambiguous manner 
from secondary data sources. 

Aware of this problem, the Levi tan Commission argued 1n favo** of a con- 
sistent definition among government agencies that collect and publish data- 
rural and no n -metro pol i tan labor market data. To date, there 1s no sign that 
this recommendation has been enacted. 

POST-1980 DEVELOPMENTS 

Ironically, the serious recession that the U.S. economy encountered 1n 
the early 1980s— the most severe 1n terms of levels of unemployment since 
the 1930s— caused rural America to encounter the worst of all possible sit- 
uations. Kot only did the problems of underemployment continue but the, 
aggregate unemployment rates for nonmetropolltan areas actually exceeded 
those of the metropolitan sector. In 1982 — the worst year in this recession 
period with a national unemployment rate of 9.7 percent— the unemployment rate 
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for metropolitan areas was 9.3 percent but for ,nonmetropolitan areas It was 
11.0 percent (Daberkow and Bluestone, 1984: 18). All indications are that 
as unemployment has receded somewhat, the disparity has remained. Although 
it is too early to be certain, it appears that the rural population growth 
of the 1970s may have ended and that this vital sector may be heading into 
a period of actual decline or stagnation (Sinclair, 1985), 

One' of the obvious factors contributing to the problem of rural America 
in the 1980s has to do with agricultural issues. The farm economy has been 
adversely affected by the overvaluation of the dollar which has made it dif- 
ficult to export. Many farmers had been encouraged to increase productive 
capacity in the 1970s to meet world demand and, as a result of the rising 
dollar, these markets have dwindled. Obviously, there are also other factors 
such as high Interest rates and continued advances in technological procedures 
and methods that enhance productivity and output, , But whatever the combination 
of causes, the results are clear. The decline of agricultural markets means . 
that there is less demand for agricultural implements and supplies and there 
are declining expenditures in some rural communities for the full range of 
consumer products. The result is too often a "domino effect" whe/e by " 
agricultural problems spillover into the non-farm economy. ' Businesses close, 
jobs are lost, and the quality of life is diminished. 

But, aside from the problems of agriculture which may or may not be 
transitory in nature, the national economic policy of the 1980s can only be 
described as being disastrous for rural America. Beginning with the Budget 
Reconciliation Act of 198U the cornerstones of national economic policy were 
laid. The Reagan Administration program, as enacted by Congress, has con- 
sisted of three principle elements. The first principle .consisted of a 
25 percent cut In federal personal income taxes. The tax cuts however, were 
proportional to income. Hence, as there were proportionally more people in 
lower income brackets and fewer psnple with higher income brackets in most 
rural areas than in urban areas, vie rural economy received substantially 
less in terms of stimulation than did the urban economy. Secondly, on the 
expenditure side, there was a sharp reductions 1n expenditures for social 
programs. Although people 1n rural areas have had greater difficulty qual- 
ifying for many social programs, the disproportionately larger size of the low 
Income population of rural areas means that these communities were more affected 
by cutbacks than were most urban areas. Thirdly, also on the expenditure side, 
there has been the massive buildup 1n defense expenditures. Undoubtedly some 
of the additional defense spending will go into a few rural areas, but most 
of rural America will not be touched. Consequently, the combined effects of 
these major national policy Initiatives of the early 1980s have, at best, 
meant that most rural communities have benefitted only margindly or have 
not been helped at all. It 1s also likely that some rural communities have 
actually been harmed by the combined effects of these undertakings. Despite 
the massive scale of these fiscal policy undertakings, little research has 
been conducted on the impact of these initiatives on the rural sector. 

/-r„*x 0ne ™f 9 * onal study » however, was done by the Tennessee Valley Authority 
JTVA). TVA has a service area that Includes 201 counties that are either 1n 
its watershed or that use Its electric power. These counties are located in 
all or parts of seven states and they are overwhelming rural. The TVA study 
found that, collectively, the counties in its vast service area received only 
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17 percent of the economic stimulation received by the nation from this over- 
all package and 1t found that a number of areas had actually been negatively 
affected (Office of Chief Economist of TV A, 1983: $7*8). 

The Southern Regional Council has also Issued a report that claims that 
the dramatic Increase 1n poverty (an Increase of 2.5 million people from 1979 
to 1983) 1n Its eleven state region 1s largely attributable to the sharp M 
cutbacks 1n eligibility for social program by the federal government ^Stimidt, 
1985). It appears that 1t was the people 1n the rural areas of the South 
who were the most affected by these cutbacks. The study shows, that 36 per- 
cent of the 4 million people nationwide who lost eligibility for coverage 
were from the South. • * • 

In 1985, the State of Nebraska— a predominately rural state— released 
the results of a special statewide survey it .conducted to examine the accuracy 
and adequacy of official Measures of employment and unemployment as well as 
the extent of underemployment in the state (Nebraska Department of Economic 
Development! 1985). Based upon Its own survey Instrument, an expanded state- 
wide sample, and the use of the same labor market definition used by BIS, It 
found that while the official unemployment rate fbr-tnt State for March 1985 
was 5.7 percent, the survey rate was 6;1 percent. The survey fc nd the : un- « 
employment rate of urban workers to be 7.3 percent while the rat* for rural 
workers was 5.3 percent. The study also found that 12 percent of those 
employed were Involuntarily working part-time jobs; 1.1 percent of the re- 
spondents were discouraged workers who had 'dropped out of the labor forces 
and, the most surprising result of all was that 23 percent of those employed 
reported that they were working in jobs below their skill levels and had 
taken the jobs they had only because they were all they could find. Although 
the report did not give a specific breakdown of "rural versus non rural experiences 
on these Indications, it did note that issue of working below one's skill levels 
was more predominate 1n non-metropolitan areas. * ^ 

There 1s, of course, no existing meesirement in the federal statistical 
system that proports to measure whether people are working at or below their 
existing skill levels. In the Nebraska study, the answers were simply the 
tabulated responses that the Interviewees gave. Hence, even though the re- 
sponses to this particular question were randomly received, they have to be 
taken with a grain of salt. Nonetheless, the fact that more than one of every 
five Nebraskans felt he or she was working (and being paid) at a job below 
their capabilities 1s a serious social coament on job satisfaction. If actually 
valid, the phenomena may at least offer a clue as to why unemployment rates 
are low in nost rural areas, workers are simply being downgraded po lower 
skilled jobs and are just taking whatever jobs they can find.- Also it Implies 
that those once employed at the bottom are forced out of the labor market Into 
the ranks of the discouraged workers. , ^ * i • 

Obviously, these reports are piecemeal. The uncertainty about .what 1s 
happening to the rural labor force 1n the 1980s only serves again to emphasize 
the chronic need for the development of an on-going research strategy to 
monitor labor market developments in rural America. During the -1970s, the 
Office of Research and Development in the Employment and Training Administration 
of the U.S. Department sponsored much of the research that Identified many 
of the critical needs of rural workers and assessed the Impact of various 
public policy Initiatives on rural labor markets (Robson, 1984). Since 1981, 
however, this office has been disseminated by "penny-wise, pound-foolish" 
budget cuts. The vacuum that has been created Is Itmense. It 1s a mission 
that desperately needs to be reinstated. 
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* CONCLUDING OBSERVATIONS 

The research literature on rural labor markets Is extremely United. As a 
result, the major conceptual measures used for poMcy fornilatlons have assumed 
statistical definitions that appear to have little real relevance to the non- 
metro economy. Specifically, the unemployment rate nas become the standard 
barometer of labor utilization at the national, regional* and local level. Al- 
though the available research from primary data 1s sparse and, that from secondary, 
data Is limited, the singular conclusion that underemployment 1sa far more preva- 
lent Issue In nonmetro areas Is sufficient to warrant acceptance Until other 
studies can prove otherwise. K \ A 

*t t , 

The need to establish a firm committment to rur/H labor market research 
Is too obvious to be belabored. All of the major Issues confronting the urban 
economy— shifting Industrial patterns; changing demographic characterl sties 
of the labor supply; growing abuse of the nation's Immigration system; In- 
creasing foreign competition; and accelerating changes in ihe rate of tech- 
nological change on both the production of goods and. services and on the - 
preparation of workers for Jobs; and the growing unwillingness of tne federa! 
government to accept responsibility for the protection of -workers from the 
harsh and cumulative effects of these happen1ngs?-are also buffeting the 
rural economy. But given the marked differences that exist between the two 
sectors, 1t Is certain that they have not been affected 1n the same manner or 
degree. The burocn has fallen heavier on the rural economy. An on-going 
research program for rural economic developments could provide the Information 
needed to develop policy options. 

It can be expected, however, that If- underemployment measures are actually 
developed and 1f they are Included In formulas that allocate funds for federal 
programs, there would be a considerable Increase 1n assistance provided under 
most programs to rural areas. As such Increases will probably mean decreases 
elsewhere, It 1s likely that there will be Immense political opposition to any 
effort to change the prevailing urban bias that accentuates unemployment as the 
key allocator (National Governors Association, 1979: 86-87). Thus, part of 
the resistance to the wider adoption of economic hardship measures stems not 
from logic or methodological restraints but from political awareness of what 
the results might be. 
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Senator Abdnor. Thank you, Mr. Briggs, for your excellent com- 
ments. We have a lot to talk about here, and a lot of thoughts are 
flowing through my mind. But I guess we had better continue. We 
haven't heard from Mr. Pulver yet 

I do want to tell you that your entire prepared statements are 
going to be made a part of the record* 

Our last witness, and one that we are anxious to hear from, is 
Glen Pulver* Mr. Pulver is from an area that is dose by where I 
cc—o from, the University of Wisconsin. He is a professor of agri- 
cultural economics. 

Mr. Pulver, welcome to Washington and our subcommittee. 

STATEMENT OF GLEN C. PULVER, PROFESSOR, DEPARTMENT OF 
AGRICULTURAL ECONOMICS, UNIVERSITY OF WISCONSIN, 
MADISON 

Mr. Pulvxr. Thank you very much,* sir* 

My field of speciality in the department of agricultural econom- 
ics is in community economic development A major portion of my 
time is spent in educational programs directly with industrial de- 
velopment representatives, business leaders, governmental officials, 
banker*, educators, and others concerned with economic develop- 
ment policy at the local level* 

Community leaders throughout the United States have a growing 
interest in increasing income and employment in their city, village, 
or town. Although the private sector has the primary role for job 
generation in the U.S. market economy, local leaders, both private 
and public, can play a significant part in creating a growth stimu- 
lating economic environment. In order to establish a comprehen- 
sive community economic development strategy appropriate to 
their specific goals and conditions, they must carefully analyze the 
structure of their local economy, uncover its weaknesses and 
strengths, identify their development options and then act This re- 
quires timely employment, income establishment, sales and capital 
market data specific to their community. " 

Three years ago, the University of Wisconsin Cooperative Exten- 
sion Service committed itself to an expanded educational program 
in community economic analysis. This effort consists of a series of 
intensive educational meetings on a community-by-community 
basis. In these efforts community leaders, planners, and educators 
are heavily reliant upon secondary data sources as the base of in- 
formation for their efforts. Although more current, detailed.and in- 
dividualized data gathered by primary means are more valuable in 
policymaking, matters of time and cost frequently prevent their ac- 
quisition and use* 

Smaller communities face three fundamental problems when 
compared with their larger counterparts* First, there is little sec- 
ondary data from which to draw; second, they seldom have the nec- 
essary data gathering structure in place or at their immediate dis- 
posal; and, third, the cost per unit of data gathered is relatively 
high. The first problem, the lack of quality secondary data, may in 
part be solvable. I wish to focus most ofTmy discussion on this topic. 
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A , Therc are a number of useful secondary data sets provided by 
the U.S. Government on employment, establishments, sales and 
income, ana these data seta suffer some cdmmonproblems/ ' 

Onfe, mfrequency. The most useful "data ce^for studying local 
retail sales and market capture is the'census of retail tradeTUnfor- 
tunately, it isnublished only/once^ 

1982 sales in Wisconsin became available IWmm'oiimmS, 
changes Can occur over a 6- to 7-yeariperic^T» 
viously reluctant during most 'of Tfce> 1980r84 p^od5&?u«0'977 
sales data. At the same time, most Stat^'gbverninenW in^tbe' 
Umted States gativ~ detailed information^on retail"ia1e«'o^ten by: 
community as a pai of their State Wes tat opwwtioh^ 
erahve agreement might be reached' Detvreeh'«tatS andf national , 
governments to make current sales infornMtioh'available through- 
out the United States. ' ■>■ ™<&te?*uipjt7s<gti 
Two, reporting units. Many national data sets are reported at the 
county level or for the standard ^ metropoh^ ^tistical^ar^ 
These data are useful for community leaders uvlairger urban areas 
where a city may represent the near economic' totality^ of *tK^ 
county or SMSA, but are of little* or no practical value in' local de- ; 
velopment considerations in more rural areas. T t ""''if avi ' :' - v 
Although county governments. have anximporiant-eco^omic'de^ 
velopment role, most effective -initiativea emanate from theydtyS 
village, or town. The county data are simply not specific ehdugb.to* 
be useful at the .community level Absent, secondary" <datafuocal 
leaders either make policy decisions witfiout proper information or 
take the time; and raise the funds toigather; primary, data: Even 
then they have little use for,comparative,data? . - ~ 

Many State job service offices gather detaUediemployinehtTdatar 
at the municipal level for unemploymenttcompensation or; other 
purposes. Once again, this data is already gathered oh; a/regular • 
basis which with proper consideration .could :bejjhade available at. 
little or no additional cost- It is recognizedi.thSt it would mean 
some modification to account for the lack, of self-employment or 
Proprietary reporting. - - v V-V ..^ i 

rnird, data deletion. There is a deep concern for, individual- pri- 
vacy in most existing secondary data sets. As a consequence, large 
portions of information are deleted, from reports'-of sales, and env 
ployment Li Jhose cases ^where.tiiere -$ a ^ted number^festab-,, 
ushmente, little knwledge .isigamed.fi^^the i^)orte.,}For exam- 
ple, employment numbers may be deleted from a large employer ih« 
a rural county if it is the only business! of a specific kind. Retail 
sales are not reported in any sales, category for communities with 
fewer than 2,600 people and are deleted, in many retail sectors in 
communities with populations between 2,500 and 10,000. As a con- 
sequence, the poUcymakers and analysts are left with empty or 
partial data sets. . ' V . 

The examination of which data might be made available without 
damage to the market system and individual privacy would be 
useful. Researchers and Government employees are experienced in 
dealing with matters of confidentiality in many sensitive informa- 
tion areas. A great deal of very useful data V»uld be tnade available 
with more appropriate nondisclosure provisipES. 
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Fourth, goods producing bias. A great deal of public information 
is available regarding the manufacturing, agricultural, construc- 
tion! and mining sectors .of our economy. There has been little de- 
tailed analysis of the service producing sector, for example, trade, 
finance, insurance, health car^ education, et ceterfi(, although this 
sector has been the; dominantsource of employment growth ia the 
United States for more than 60 years, not much public information 
of use in identifying appropriate local policy initiatives lias been 
shared. Once again necessary employment .income and sales data 
are already being gathered, and a greater ihv«^aent in analysis 
and publication would be useful. Larger cities have the staflsto do 
so, and smaller communities, once again, are at a disadvantage. 

Fifth is the lack of reporting. Some critical pieces of information 
are gathered by the Government, but no^reported in a useful form. 
Capital market data is a good example. Nearly all Community eco- 
nomic developers are convinced that efficient capital markets are a 
prerequisite to income and employment growth. ',, 

Small businesses everywhere in the United States are heavily de- 
pendent on local financial institution support for both public and 
private development initiatives. Communities need a clear assess- 
ment of their local financial institution's efforts and public reports 
to the city, village, and town level, of general lending,, deposit and 
asset information, secondary market participation, Government 
guarantee involvement, shared investments, financial counseling 
and other critical activities would be useful to local leaders in eval- 
uating capital market efficiencies. 

In summary, most of the necessary data for effective community 
economic analysis is currently gathered either by the State or na- 
tional agencies, but is often not available, especially in rural areas. 
Problems of reporting frequency, large reporting units, data^dele- 
tion, a goods producing bias and a lack of reporting in specific 
areas plague local leaders and analysts. 

A major portion of the problems could be solved by joint utiliza- 
tion of data gathered regularly, by State and' national agencies, 
more appropriate policy regarding public disclosure of confidential 
information, greater attention to the mcyor jbb generating service 
producing sector and a commitment to reporting information of 
direct use to local leaders connected with the economic well-being 
of their community, State, and Nation. Thank you very much. 

[The prepared statement of Mr. Pulver follows:] 
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Prkparkd Statoont op Glkn C. Potato 

I am Dr. Glen C. Pulver, Professor in the Department of Agricultural 
Economics of the University of Wisconsin-^i^^^n. My field of specialty 
is Community Economic Development. A major portion of my time is spent 
in educational programs directly with Industrial development representatives, 
business leaders, governmental officials, bankers, educators, and others 
concerned with economic development policy at the community level. I also 
do research on development policy with a special emphasis on employment 
potential of service-producing industry and capital adequacy in rural areas. 

It is clear that in the United States, the primary responsibility for the 
generation of Increased employment and Income lies with the private sector. 
In recent years, the heaviest burden for Job generation has fallen on smaller 
firms, either newly started or expanding. The service-producing sector 
has provided the lion's share of this employment growth. It is up to the 
public governments at the local, state and national levels to establish an 
economic climate which is conducive to that private growth and at the same 
time represents the people's interest in issues of equity and natural resource 
environment. 
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In recent years, community leaders throughout Wisconsin and most other 
states of the U.S. have expressed a deep coi. ern regarding the loss of employ- 
ment to other pares of the world, high unemployment rates, and declining 
relative incomes which strike hardest in specific geographic areas and with 
selected population groups. They are increasingly interested in doing those 
kinds of things which offer the best prospects for job and income improvement 
locally. 

Their options are few but their actions critical. They can do those things 
which: (1) help existing businesses grow; (2) assist local entrepreneurs in 
getting started; (3) attract basic employers from other areas; (4) capture 
dollars which are already in the community and from tourists, and (5) acquire 
funding from broader units of government. The primary initiative for economic 
growth remains in the private sector, but the behavior of local, state, and 
national officials is critical to the success or failure of any community. 
Examples of specific community initiatives include sponsoring educational 
efforts on how to start a business, improving public and quasi-public infra- 
structure such as water systems or local telephone communications, orginizing 
area tourism promotions, developing public-private financing partnerships for 
civic facilities or housing. ' 

Actions by community leaders, both public and private, which offer the 
highest probability of increasing local employment and income usually involve 
some combination of the fiv options. In short, economic improvement requires 
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a comprehensive community economic development policy. The proper 
identification of those specific strategies most likely to prove successful 
In goal attainment requires careful community economic analysis. Just as 
In private firms, community leaders Interested In nurturing development 
must be acutely aware of the economic environment which surrounds mem, 
the elements of their Income generating units, the relative productivity of 
specific sectors, the opportunities for exploitation, and the array of policy 
options available. 

Three years ago, the University of Wisconsin Cooperative Extension 
Service committed Itself to an expanded educational program In Community 
Economic Analys' This effort consists of a series of four intensive 
educational meetings on a community-by-communlty basis. In each community 
a group of 15-20 local leaders-Including representatives of Chambers of 
Commerce; Industrial development corporations; businesses; bankers; 
city, village, or town government; education and other interested groups- 
are brought together by County Community Resource Development Extension 
Agents. Campus specialists like myself lead them through discussions of 
changing International, national, state and local industrial structure, detailed 
analysis of local economic productivity Including comparisons with similar 
communities, an examination of specific development options, and a review 
of their community economic preparedness. At the last of the four meetings 
aid Is given the local leaders In developing a set of action priorities and plans 
including action responsibility. The Community Resource Development Agent 
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continues to work with the community leaders for months after the meeting to 
help make the plan a reality. 

» l u 

A vital element In Community Economic Analysis Is the availability of 
data specific to the city, village, or town being studied. Regional scientists 
and economists have created a series of useful analytical tools which perform 
many of the same roles In community policy guidance as those available to 
business managers. These Include: (1) trade area capture, pull factor, and 
market share analysis which are useful In Identifying a community's success 
in capturing Its retail trade potential; (2) location quotients, population* 
employment ratios, and threshold analysis which aid In Identifying the potential 
of specific Industries; and (3) shift-share analysis which provides a measure . 
of the relative productivity of existing businesses, to name a few. With 
financial help from the North Central Regional Center for Rural Development, 
the University of Wisconsin-Madison has developed a specific manual 
describing these tools and their use: Community Economic Analysis: A How 
to Manua l. A supportive computer program covering most of these tools has 
been developed for use with microcomputers. 

Careful community economic analysis can provide Important Insights to 
local leaders on which actions, both public and private, offer the best itoue 
for positive change. For Instance, retail trade analysis which indicates a 
relatively low market share captured In a specific commercial sector might 
direct limited public resources to consumer surveys, preliminary market 
feasibility analysis and/or contacts with appropriate outside firms for 
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expansion consideration. Likewise, relatively low employment in a specific 
industry when compared with similar economic environments might lead to 
me development of supportive Infrastructure and more effective Industrial 
targeting information programs. 

Community leaders, planners, and educators are heavily reliant upon 
secondary data sources as the base of Information for their efforts. Although 
more current, detailed, and Individualized data gathered by primary means 
are more valuable In policy making, matters of time and cost frequently 
prevent their acquisition and use. Smaller communities face three fundamental 
problems when compared with their larger counterparts. First, there Is little 
secondary data from which to draw. Second, they seldom have the necessary 
data gathering structure In place, or at their Immediate disposal. Third, the 
cost per unit of data gathered Is relatively high. The first problem, the lack 
of quality secondary data, may In part be solvable. I wish to focus the 
remainder of my discussion on this topic. 

All of the meetings, analytical tools, and computer programs are of 
limited use without complete, accurate, and up-to-date Information on which 
to base local decisions. That Is where the "rub" comes. Data sets are 
generally quite available In highly urbanl2?d situations, but nearly nonexistent 
in rural areas. 

The fundamental data required for effective community economic analysis 
include a record for every city, village and town describing: (1) retail sales 
at least to the two-digit SIC level and preferably to the three-digit level; 
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(2) employment to the three-digit SIC level; (3) the number of establishments 
to the three- digit level; and (4) estimates of sources of personal Income at 
least to the two-digit industrial level plus mat from transfer payments and 
dividends, interest, and rent. It would be helpful if these data were on at 
least an every -other -year basis. A manager of a private business would . 
never accept r^ese time lags, but community policy makers are forced to 
use worse data or none at all. 

There are a number of useful secondary data sets provided by the United 
States Government on employment, establishments, sales, and income. These 
include the Census of Retail Sales, County Business Patterns, Bureau of Economic 
Analysis personal income sources, and Bureau of Labor Statistics employment 
projections. Employment data which is community and industry specific is 
also gathered by State Job Service cJflces. These data sets suffer some common 
problems, particularly from the standpoint of rural communities. The problems 
listed below are not in any order of importance. 

1. Infrequent . The most useful data set for studying local retail sales 
and market capture is the Census of Retail Trade. Unfortunately, it is 
published only once every five years. The report for 1982 sales in Wisconsin 
became available in die fall of 1984. Many changes can occu~* over a five- to 
seven-year period. Local leaders were obviously reluctant during most of 
the 1980-84 period to use 1977 sales data. At the same time, most State 
Governments in the United States gamer detailed information on retail sales, 
often by com m unit;, as a part of their state sales tax operations. In Iowa, 
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this Information Is available on an annual basts and In great demand by both 
die public and private sector at the local level. Some cooperative agreement 
might be reached between state and national governments to make similar 
Information available throughout the U.S. 

2. Reporting Units . Many national data sets are reported at the county 
level or for the standard metropolitan statistical area (SMSA). These data 
are useful for community leaders In larger urban areas where a city may 
represent the near economic totality of the county or SMSA, but are of little 
or no practical value In local development considerations In more rural areas. 
Although county governments have an Important economic development role, 
moat effective Initiatives emanate from the city, village, or town. County 
data are simply not specific enough to be useful at the community level. Absent 
secondary data, local leaders either make policy decisions without proper 
Information or take the time and raise the funds to gather primary data. 

Even then they have little useful comparative data. Many State Job Service 
offices gather detailed employment data at the municipal level for unemployment 
compensation purposes. Once again, this Is data already gathered on a regular 
basis which, with proper coordination, could be made available at little or no 
additional cost. It is recognized that It would need some modification to 
account for the lack of self-employment or proprietor reporting. 

3. Data Deletion . There Is a deep concern for Individual privacy In most 
existing secondary data sets. As a consequence large portions of Information 
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are deleted from reports of sales and employment. In those cases *here there 

is 1 limited number of establishments little knowledge Is gained from the 

' *" u " • I 
reports. For example, employment numbers may be deleted from a large 

.1 • 

employer In a rural county if It is the only business of a specific kind. Retail 
sales are not reported in any sales category for communities with fewer than 
2,500 people and are deleted in many retail sectors in communities with 
populations between 2,500 and 10,000. As a consequence, policy makers and 
analysts are left with empty or partial data sets. The careful examination of 
which data might be made available without damage to the market system and 
individual privacy would be useful. Researchers and government employees 
are experienced in dealing with matters of confidentiality in many sensitive 
Information areas (i.e. tax reporting). A great deal of very useful data could 
be made available with more appropriate nondisclosure provisions. 

4. Goods-Producing Bias . A great deal of public information is available 
regarding the manufacturing, agriculture, construction and mining sectors of 
our economy. There has been little detailed analysis of the service -producing 
sector (e.g. trade, finance, in&urance, health care, education, communication, 
business services). Although this sector has been the dominant source of 
employment growth in the U.S. for more than 60 years, -not much public 
Information of use in Identifying appropriate local policy Initiatives has been 
shared. Once again, necessary employment, Income, and sales data are 

£ 

already being gathered. Greater Investment In analysis and publication would 
be useful. Larger cities have the staff to do so and are. Smaller communities 
are at a disadvantage. 



255 



w*v ,* — » _ 



261 



5. Lack of Reporting , Some critical pieces of Information are gathered 
by the government, but not reported In a useful form. Capital market data Is 
a good example. Nearly all community economic developers are convinced that 
efficient capital markets are a prerequisite to Income and employment growth. 
Small businesses everywhere In the U,S, are heavily dependent on local 
financial Institution support of bom public and private development initiatives. 
Communities need a clear assessment of their local financial Institutions 1 
efforts, Public reports at the city, village and/or town level of general lending, 
deposit, and asset Information; secondary market particlpatiJn; government 
guarantee Involvement; shared Investments; financial counseling; and other 
critical activities would be useful to local leaders In evaluating capital market 
efficiencies. 



In summary, community leaders throughout the United States have a 
growing Interest In Increasing Income and employment In their city, village, 
or town. Although the private sector has the primary role for Job generation 
In the U.S. market economy, local leaders, both private and pubttc, can play 
a significant part in creating a growth-stimulating economic environment. In 
order to establish a comprehensive community economic development strategy 
appropriate to their specific goals and conditions, they must carefully analyze 
the structure of their local economy, uncover Its weaknesses and strengths, 
Identify their development options, and then act. This requires timely 
employment, Income, establishment, sales, and capital market data specific 
to their community. 
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Most of die necessary data is currently gathered either by state or 
national agencies but is often not available, especially in rural areas. 
Problems of reporting frequency, large reporting units, data deletion, a 
goods-producing bias, and a lack of reporting In specific areas plague the 
users (local leaders, analysts). A major portion of the problems could be 
solved by joint utilization of data garnered regularly by state and national 
agencies; more appropriate policy regarding public disclosure of confidential 
information; greater attention to the major job-generating service-producing 
sector; and a commitment to reporting information of direct use to local 
leaders concerned with economic well-being of their community, stare and 
nation. 

Senator Abdnor. Thank you, Mr. Pulver. 

I have to say that I think all three of you gentlemen have con- 
firmed my major concerns that we are not always getting a very 
accurate picture of what is transpiring out in rural America, That 
is how we got the title "the forgotten economy" for rural America* 
Personally, I feel strongly that it has been forgotten. 

I gather, Mr. Pulver, you feel that we are not utilizing the kind 
of information that could be made available. ' * 

Mr. Briggs, I was kind of curious and anxious to know what you 
think would be a right measurement if you think we are using the 
wrong measurement. If the unemployment rate is the wrong meas- 
urement for the rural labor force, what would you see as the right 
measurement to get the right information? 

Mr. Briggs. Well, when Congress set up the Levitan Commission, 
one of its mandates was to look into the question of economic hard- 
ship and whether or not we should not have an economic index. on 
economic hardship. The Commission, after rangling, issued a pre- 
liminary report in which it discussed an economic hardship index, 
but in its final report voted not to do so, and then explained the 
reasons as largely methodological problems. They said we are not 
yet at the state in which we can get the data available and we 
don't know what to do about some of the subjective features— the 
discouraged workers issue and things of this kind. They sort of 
backed off on it. 

Chairman Levitan, of course, was the person who still voted for 
the hardship index and he urged that we should begin to collect 
that data. 

About 3 years after the Levitan Commission's report, Robert Tag- 
gert published a whole book on economic hardship showing that it 
could be done, and he did it, but it was not broken down by rural 
areas. It was simply overall economic hardship, which is an index 
that includes estimates of the working poor, estimates of discour- 
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aged workers, of involuntary part-time unemployment and these 
types of things brought into one index. > . 

See, the problem with unemployment rates is not just some of J 
the things that are discussed here. The wife of the General Motors 
president who may make $3 million, if his wife can't find a job, she 
is counted as unemployed, and therefore as matters now stand that 
is generally seen as a concern for hardship. On the other hand, you 
may have a person working in South Ifekota, for 40 hours a week 
and not be able to make, because he can-t work: 52 weeks*a : year, / > 
may not be able to get his family up above the^poverly level; Yet, , * * 
he is counted as employed and he is, considered to be.no problem. . *t 
see. « - - # ;y . ' V \ & > - 

So that what the economic hai^hip approach' does is simply 1 to 
say that we ought to relate unemployment- to earnings and we 
ought to t* u \ mi) consideration some of these other phenomena as 
well as discouraged workers, involuntary part-time workers and 
these types of things. :, « ' h " 

The things that Congress at least asked the'Gommission to look 
mto. The Commission's report discusses it in detail, but then ulti- 
gmtely it voted not to do it atthis time. It then recommended that 
BLS publish a hardship report every .year, which itfnow does, but 
the report doesnt spy anything about rural areas. I mean it tells 
Congress that here to'tHe economic hardship wid^what the situ*, 
tion is in the United States .as a whole, but ? when*you use labor 
market data for the whole, since the urban economy is bigger than 
the rural economy, there is a 'tendency for. the urban findings to 
bias what the results are. The economic hardship doesn't look quite 
as bad as it is, I think, if you were, to focus simply on*a rural meas- 
ure of economic hardship— if you were to break it down, for exam- 
ple, into urban and rural areas. 

I would like to see that distinction made, and I think it could be 
done, but it is not being done now. . 

Senator Abdnos. I don't think anyone would quarrel with what 
you said. As a matter of fact, many of the programs that have been 
designed here in Congress over the last number of years have cer- 
tainly been biased toward the urban areas, I wouldn't even be able 
to put an estimate on how shortchanged rural America is. 

Have you got any thoughts on that? Hook at the UDAG grants 
and the like 

Mr. Briggs. Well the National Governors' Association, as I say, 
they have turned around a little bit now witti^the Job Training 
Partnership Act. They now have responsibility; for a lot of things 
that are happening in urbane areas, too. But during the 1970*8, 
when they had responsibility for *the*CETA program— that is they 
had responsibility for what was called the balance of state, they 
were concerned with the administration of all the human resource 
piograms in the rural areas, and the urban areas were their own* 
prime sponsors and they got their money funded directly from 
Washington by unemployment rates largely, thev National Gover- 
nors Association, which-, was then supposedly the Voice of rural 
America, was .unequivocal^ in its statements that thei unemploy- 
ment rate is the wrong indicator and they were being short- 
changed. And I think that has been- true across the board of all 
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human resources programs that rely only on the unemployment 
rate to allocate money. 

The Job Training Partnership Act, two-thirds of that funding is 
done on the basis of unemployment rates and one-third on the 
number of low-income persons in the population. y 

Unfortunately though under the Job Training Partnership Act 
there is no requirement that the money be spentwhere the* prob- 
lems are. It just comes to a State. At least: under CETA it had to go 
to specific areas where the problems were, and nojv there ; is)no 
guarantee, unless you have a strong ruxBl^yp^/^-tiioee State 
councils, that -rural areas, are going to.gefe r anyx^^ of, aemce under 
this program, and, of course, the level of support under* the Job 
Training Partnership Act is much lower than it was. / ; , \ 

I think one of the : examples of what may be a little bit .of&ritk 
cism of Congress on this point is that what the research has shown 
overwhelmingly is that the rural labor market is in desperate iieed 
for jobs. The focus of the Job Training Partnership Act did away 
with all the job creation programs and focused largely on training. 
Well, training presumes that there are iobs for people to hold, and 
there has got to be, I think, some emphasis in %lot 'Oj&our ; sdcial 
programs on job creation and job generation in the private ai&also 
the public sector. ,0- 

Senator Abdnor. Well, they haven't been {doing, bad I readia 
report that showed 350,000 .jobs a month are- being created. We- 
need to get these people trained for those? Jdnd of jobs. You. can 
have jobs but you nave got to have people qualified to hold them. It . 
does work both ways. ». ** * 

Mr. Coltrane, you deal with the Economic Research Seryice. ;Do 
you find many shortcomings? You did say .it *was inadequate I 
think, our reporting service, did you not in your statement? 

Mr. Coltrane. Sir? - * . - L ' 

Senator Abdnor. In your statement, you also agreed that there 
are really some shortcomings? 

Mr. Coltrane. Yes^I might just add to.what Mr. Briggs has said 
about the shortcomings in some of the data definitions, particularly 
unemployment. j* 

We did a study in ERS some time ago to determine just what 
impact self-employment had on the unemployment rate in metro 
versus nonmetro areas. Self-employment is of concern regarding 
unemployment rates because a lot of the self-employed workers are 
underemployed and this aspect of unemployment is not covered by 
the unemployment rate. ■ ■ * 

The incident of self-employed workers is about- twice as great in 
nonmetro as in metro areas/ Unemployment among self-employed 
workers usually occurs only after their self-employed business fails* 
But unreported underemployment occurs frequently with, the, self- 
employed. •» ' *>* . ' ■ \ * .-y. 

Some of the self-employed workers have second wage and salary 
jobs which reduces the unemployment for those workers. However, 
the results of the study that we did showed that when the under- 
employment associated with self-employment is considered, the un- 
employment rate in nonmetro : areas increased about 21 percent 
while it increased only about 10 percent in metro areas. 
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In addition, other differences in the economic structure and .in 
the occupational distributions between .rural. and urban areas fur- 
ther wntribute to this problem. For example, there is a substantial 
number of seasonal workers -irivnonmetro labor markets. Theee 
workere are employed in seasonal jobs in^umiproductidni the mar- 
keting of agncdtural products, the processing of food and fiber and 
recreation and* tourist attractions,, arid' many ;of time seasonal 
-* • -workers are underemployed throughout most of thry«arir 

Seasonal employment is -another source <& h Mdden^employ- 
ment, and if one could a4juat;the unemplo^c^^ 
tors, it would increase suttrtMiitfriiy . / f^; tV > ^ 

Senator Abdwok. You made a very; veiy^g^;i^int^Mr3^tJ61- 
trane. -r / ~* *J . ■ 

I bet that Mr. Pulyer has some thoughts oh what underemploy- 
ment does up in Wisconsin. It probably has/moreeffecfr today and 
m the last few years than at any time since the depression. In 
South Dakota, underemployments common notu>nlyHOut oh the "' 
arms where the farmer looses money as he goes tcr work every day, 
but on t>ur little jnainstreets up aiid.dowri the line/BoOro* these 
are results of the failing farm economy. " ' * at * 

If you walk into some of these small communities, it looks like 
everybody is working, fit is good they have jote, but they-have got 
to have some profits left over from whatever they are doing. * 

I don t thin!: there is any kind of a measurement iff labor statis- 
tics showing underemployment, is there? ' v *"' : r* 

Mr. Pulvhl Not that I am aware of, but I think Wisconsin is 
pleasantly less struck by the farm crisis at this point than Have 
been others of our neighboring States. It is getting quite harsh 
there as well, and it is clear that it does have its effect in the small 
towns in the State. - \ r 

The point I would like to make is I think that 4 whatever we do 
with regard to measures of the harshness of unemployment or un- 
deremployment in rural areas, it is important to; recognize that 
whatever those data sets are, they need to be used riE the national 
level, at the State level and hopefully at the local level. . * 

At the present time not only are the data sets weak with regard 
to nonmetropolitan impact or rural impact at the national level, 
but when the numbers do exist, they are very often not even trans- 
mitted or broken out in a way that they become useful at the State 
and local level. 

So it is one thing to generate a more precise measure of the diffi- 
culty in rural areas regarding employment and income, and an- 
other thing to translate that in a fashion which makes it useful at 
the State and local level. 

Senator Abdnor. Do you have any thoughts on how; you do that? 

Mr. Pulver. I tried to identify a number of things. There are two 
critical points that I would like to make. One is that although we 
talk about cooperation at the State and national level in terms of 
institutions collecting numbers, there is little evidence bf that coop- 
eration showing up in terms of higher quality numbers at the local 
level. 

I think that greater use of the numbers we are already gathering 
at the State level for whatever purpose in terms of national meas- 
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ures and vice versa, that is data gathered at the national level 
which never finds its way to the local level, would be quite helpful 

The second thing is that I think that it is time for a complete 
reexamination of the issue of datai deletion for nondisclosure pur* 
poses. I find it quite^interesting that at the local-level in the small- 
est town where absolutely everyone knows how. many people are 
employed in every business we can get no information on second- 
ary data which tells how many i^ple are.eniployed.there/r z-^ , 

On the .other hand, in, tie. larger cities where it wouldrbe very 
difficult to accumulate those numbers, ,ttey are possessedin a, see-, 
ondary data set, and it makes littlejsense! to 'me^ I recognise ^ther* 
are reasons, of privacy and y{e want ; to look at these things, ; i>ut I 
think a reexamination of data deletion and the essential judgment 
that we shouldn't deliver information to sn^ ? communities, in 
rural communities, needs some lobkingfover. vp£S v *. ' - , \t V 1? 

Senator Abdnor/I ^on't know hpw difficult that would be to get 
that changed. Would it take changes u\ legislation? > [ . -\ ^ 

Mt. Pulvke. That is why I said it needs . to be^xamined. I would 
guess probably not; A lot of it i& essentially institutional judgments 
which have been made regarding disclosure, andl think a reexam- 
ination of that would probably cause" bur bureaucracies to make 
slightly different judgments both at ihe State and National level 
regarding^disclosira 1 I, , 

Senatpr Abdnor. How difficult do you think it* wpuld be to do 
something like that,' Mr. Coltrane? \ 

Mr. Coltrane. I ; am sony? % 

Senator Abdnor, How difficult do you think it would be to make 
a change like that in labor statistics reporting? % ' } 

Mr. Coltrane. WeD, the reporting of labor statistics, or any sta- 
tistics for small areas, is difficult under the present laws because, of 
the confidentiality requirements. Data collecting agencies of fhfe, :^ 
Federal Government can't report data where there is any chance ? 
that an individual or an individual business can be identified By ,{© 
the data that are reported. 1 : '< > 

Many rural areas are characterized by very sparsely settled ppp^ 
ulations. Some rural counties have only a few thousand residents. 

Senator Abdnor. What kind of Information would yre be getting 
that is so confidential? What kind of information do you think yre 
need there? ■ v 

Mr. Pulver. A good example is local communities are intensely 
interested in what is happening in terms of the sales Within the 
framework of the businesses which are there. They are riot inter- V 
ested in disclosing the sales that occur in the local grocery store 
per se, but they would like to have some sense of whether income 
is impacting on the community by declines in retail sales in some /' - J 
measurable kind of sense. ' ' > *. r v^jg 

Those numbers, for example, are available in Iowa 5 through the 
Iowa State sales tax system. The same information is gathered in 
Wisconsin, but we can't get it in that same form. Although the 
numbers are all collected, it is Just a matter of reporting tech- 
niques. That is one example, arother is what is happening in terms 
of total employment within the community* *■ 

Every time any specific community, let's fcay it is even 7,000 or ; ii 
8,000 people or 10,000 people; which are not . nribly small cominuj ^ ; 
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pities from the Wisconsin and South Dakota standpoint. Even in 
those communities data sets are unavailable. You can't know. And 
I am saying that the numbers are collected on a regular basis, but 
somehow that is going to disclose too much with regard to individ- 
ual privacy.' »• xjxvuriw 

A lot of it I am suggesting is simply not a matter of whether you 
are going to disclose data which interferes with' privacy, but * 
matter of the cost of producing publications I guess 

Senator Abdnor. It is difficult for me to understand what is so 
confidential about business activities. I can understand they 
wouldn t want to divulge trade^secrets and similar things. I never 
thought of that as being a problem in trying to get?informatibn 
You have opened up a whole new-area-of thought to me. 

Well, do yor really think it is possible to get to 1 the problem of 
rural reporting? Do you think we can ever come up with a work- 
able program? 

Mr. Briggs. You may come up with a program, and I hope when 
you talk about program that you ■ 

Senator Abdnor. I don't mean a solution. I just want to get the 
facts so we know what is going on. 

Mr. Bwogs. But while part of that is gathering of the data, there 
is more to it than that. It is the commitment to a research agenda 
for rural America. That is, we need to focus very heavily on" what 
is happening to the labor force and to the population of rural 
America as a separate entity, and of course you would want to look 
at how it relates to the urban area. 

But during the 1970's again, the 1960's and 1970's, there was a 
very firm commitment in the Department of Labor to conduct re- 
search on human resource issues, and out of that came a lot of ex- 
cellent work, much of which is cited in the footnotes of this paper, 
that were done in the Department of Labor due to its concern with 
the rural labor force as a basis for developing either policy or pro- 
posing an agenda for policy and to be able to understand the avail- 
able numbers. I mean what do the numbers actually mean 

You have got to collect the numbers, but you have also got to 
nave a research commitment, in my view, to go along with it. You 
need to be able to understand what .those numbers say. That re- 
search commitment has been done away with in the Department of 
iiabor here in the 1980s from very penny-wise and pound-foolish 
budget cuts. 

I know you hear this all the time, but I can't help it. I would rub 
my sword here, too, because collecting numbers in and of itself is 
not going to get us very far. It is important, it is a first step and it 
is a vital part, but the numbers don't speak for themselves, and es- 
pecially in rural America there are vast differences between the 
Southeastern United States, the Northwestern United States and 
the Southwestern United States in terms of the rural labor mar- 
kets. 

Simply aggregating all these together doesn't necessarily tell you 
what the best public policy for South Dakota, for New Mexico or 
for Georgia may be. That is, we have got to have some commitment 
to looking at the labor markets, understanding what is happening 
to these labor markets and what are the specific characteristics on 
a regional bapis, an understanding of the particular geography of 
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the particular industry mixes, and these types of things needed to 
be able to help , interpret what those numbers are. 

So it has got to be more than simply a number collection. That is 
vital, but there has got to be something more, to it, and I am afraid 
we have lost a lot in the last few years in terms of this research 
commitment Without it there. 1 is not a great deal of basis for public 
policy development, in my view, that can be useful. * 

Senator Abdnor. Thank you. * , ? <\ 

Mr. Coltrane, you were talking of underemployment. How could 
we obtain and make better use of that information? Do you think it 
could be done? It isn't used at all now as a factor, is it? 

Mr. Coltrane. It is not used very widely,,sir. One way we might 
be able to report data that, are more useable would be to report 
data for an aggregate of counties. r 

Mr. Briggs mentioned the diversity in rural labor markets be- 
tween the various regions of the country. We need to be able to 
identify and analyze those differences. 

One way to do that, and to get around the confidentiality issue, 
is to report data for more than one county. We could group nonme- 
tro counties or rural counties that are similar in labor market 
structure together and report the data for that group; of counties. 
That might require aggregating 10 counties or it might require ag- 
gregating 5. But in that way we would have data at a /fairly low 
geographic area that would help us identify the issues and the 
problems, and analyze those problems for those particular areas. 

Senator Abdnor. The thing that concerns me with underemploy- 
ment and unemployment is that underemployment is eventually 
going to lead unemployment When that happens in the little rural 
communities, there is only one thing to do, and that is pack your 
bag and go toward the big cities and the metropolitan areas in 
search of work. 

The overall lasting effect of this migration can be devastating to 
rural America. Many times you lose the best and most qualified 
people, and young people particularly. My State has probably more 
colleges and institutions of higher learning per capita than any 
State in the country. We have all kinds of small colleges, and we 
can't keep many of the young, people in the rural areas. 

The movement out of the rural areas really bothers me. I wonder 
what we are going to do to revitalize rural America, and create 
some jobs out in those areas of the country. It worries me because I 
see my main streets falling apart, implement dealers going out of 
business and stores dropping in numbers. 

When I was young my father owned one of four stores in a town 
of 400. Today, in that same town, there is one store remaining. In 
the next town that is bigger the same thing is happening. It was 
twice as big as our town, out today, only one store remains in oper- 
ation. It is hard to create those jobs after they are lost. It is a prob- 
lem that has visible implications. 

Part of our overall theme of this rural study is to discover how 
we are going to revitalize rural America. What aria we going to dp? 
I know rural America is a lot bigger than the little towns that I 
have referred to in South Dakota. Even the towns with populations 
of 10 and 20 thousand are being devastated They are having great 
trouble surviving. 
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We are trying to figure out some way. to attack this whole prob- 
lem. We have had some fine testimony and it is important that we 
assemble it into something usable. Certainly labor statistics, if they 
are accurate, could quickly point out the direction that rural Amer- 
ica is heading. 

Was Wisconsin able to offset the loss of the economy and agricul- 
ture m other ways in your towns/and cities? Are you doing any- 
thing out there, Mr. Pulver, that I am not aware of? i 

m Mr. Pulver. I am not sure .whether you^are aware of it <or not, 
sir, but one of the things we have been doing a good bit of in the 
last 2 or 3 years is recognizing some of the tods of.problems that 
you have idaitified. It has been to bttjfauworking very specifically 
at the local level, the programs that I told -you* about in* terms of 
community-by-community work. Essentially we get together cham- 
ber executives, local governmental officials, industrial people, and 
farmers to talk about what their options are in development. • v 

Now just like in a single business a.manager wants >to have all 
the facts so he can make the proper kind of .choice, of what>optiohs 
offer the best alternatives, local community leaders have the same 
kind of need. That is why I was arguing .very strongly for more in- 
formation to allow them to make that choice. ^ ' - 

In Wisconsin we have seerrsdme very successful efforte in drying 
to bring back our small towns. Admittedly, we don't Jiave the<same 
kmd of environment, for example, as < western South Dakota where 
you have very broad agricultural areas. We have interspersed with* 
that manufacturing areas,, et cetera. But we are seeing very specif- 
ic pockets m terms of types of people and in specific areas where 
unemployment rates run very high, and we are having the kind of 
migration influences that you identify. - - , 

The difficulty always is that we have i to make those judgments 
based upon talking with people and not on the basis of any selected 
set of numbers. I realize the importance of joining together coun- 
ties to serve as a data base, but when you get right down to the 
ocal level again, you data sets will be empty. And without that 
kind of base in which local leaders, can, work in their judgments, I 
thmk we are all going to have continued trouble; - - 

Senator Abdnor. I have to agree with you/ When you see our 
^ } l oun S people leave, you wonder what can be done. 

Today, the telecommunications revolution is bringing remote 
areas into direct contact with the world. I think we would all agree 
with that. What role does new technology and new emerging infor- , 
mation industries play in creating job opportunities in rural Amer-' 
ica? 

Mr. Pulver. Well, that is an area where I spend a lot of my re- 
search time and a lot of interest time. What we are trying to do is 
get a clear handle on where those industries do locate and what 
kind of employment they require. The best handle we have at this 
point is that they are not, as we might have classically expected 
big population concentration oriented necessarily, and we are find- 
ing that industries of that kind can live or : be driven off of high- 
technology communications are locating in rural areas. 

For example, in our State the two largest computer service bu- 
reaus are located in very small towns from a national perspective 
one of about 6,000 and the other about 8,000 or 10,000. The tele- 
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communications agenda allows us the opportunity to locate almost 
anywhere in terms of wide ranges of business types, and we are 
trying to get a good handle on which ones of those high growth in- 
dustries, future high growth industries can and will locate in rural 
areas to be able to provide some guidance to local leaders. >■ 

Senator Abdnor. Who are you working with on that? . 

Mr. Pulver. At this point we have some financial support in 
that process from the ERS, the Economy Development Division as 
well as other USDA support to look at the location factors associat- 
ed with the 40 high growth industries in the United States, most of 
which are nonmanufacturing. 

What we have done is essentially taken a national sample of 
counties with a range of rural, intermediate, and metropolitan 
areas to see what are the location patterns and then trying to do 
some factoring out as to identify what kinds of things are associat- 
ed with location. 

Senator Abdnor. So you are looking over industries that offer 
some opportunities for rural America, 

Mr. rULVKR. Yes; we are essentially looking at the 40 industries 
which are projected by the Bureau of Labor Statistics to have 
about two-thirds of the growth between 1980* to 1995 in employ- 
ment, and they are things like eating and drinking establishments, 
business services, health care facilities, et cetera, and we are trying 
to S3e whether there are any barriers to their location and develop- 
ment in rural areas. If there are none, or ifrthere are barriers 
which can be overcome, then we are going to suggest that National, 
State, and local policymakers do those lands of things to provide, an 
environment where the private sector might choose to locate in 
more rural areas. 

Senator Abdnor. Is anything like that going on, Mr. Briggs, in 
the rural areas of New York? 

Mr. Briggs. I am not the best spokesman to speak on that sub- 
ject about upstate New York, but certainly living in Ithaca with 
Cornell University, which is upstate New York and now the home 
of a large supercomputer contract, one of the four universities that 
is getting it, and they expect to have a great deal of fallout in job 
creation with the supercomputer and a particle synchrotron, or 
whatever they are building there and a new institute of biotechnol- 
ogy that the State has placed at Cornell, a massive multimillion- 
dollar undertaking. Biotechnology offers the possibility on both the 
plus and minus side for doing a lot of things for agricultural Amer- 
ica and for rural America. But that is a special case. 

Upstate New York, and I am relatively new to upstate New 
York, but I see that many of the problems of upstate New York are 
in many ways like small America, that is unlike the Southwest 
where I used to live and the Southeast where I have done a lot of 
my research work, and I think it is quite different; 

That is why I think the geographic breakdown is so important 
for rural America. Many of the communities in upstate New York 
are in terrible shape, but they are in terrible shape because facto- 
ries are closing. In other words, there are sort of mini urban prob- 
lems in Massachusetts, New York, and what-have-you, but that is 
not a problem with the Southwest and it is not a big problem in 
the Southeast, but it is a very big problem in rural America in the 
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Northeast, that is it is actories that were once useful are no loneer. 
useful. ° 

That is a different type of labor market situation, and that is 
why I think it requires, a different type of analysis of the data. 
Kather than, simply looking at the rural data as an aggregate~'to 
begin with we have got to do some research ^around i behuld the 
numbers to indicate exactly what are some, of the T particular char- 
acteristics of the regional rural laborlmarkete, and then fo able to 
talk about policy development along those lines:'- < ' "ft 

There is a lot that can be said about public policy; and thattis I 
think there has got to be some national 'commitment, to this. I 
mean the Economic Development Administration, which hasvdone 
in the past a great deal of work in. rural. America, is bemg^again 
decimated by budget cuts and even its.ejristence is in question^ V 

A lot of rural America is-in desperate heed of infrastructure 
help, bridges, sewers, and^these kinds of things „that are. not verv 
popular to talk about and are very hard to finance! 

«r^ nato ^ 4 BDN ? K - That * irVLe > but let, me tell you somethimr. 
Within the last few months the interest rates nave dropped . which 
has given hope to my farmers. The ,splution ; is~a double-edged, 
sword. If I want to make it possible for my farmers' .to do better, I 
think the best thing I could do is help open markets overseas and 
get the dollar down so they can compete. *'*'"' 

If I could do something in an agriculturai program and* help 
them get then- interest rates cut by 3 or 4 percent; that would put 
them back in business. Then they could buy cars and machinery 
again and put other businesses back to work. 

If I could get the dollar so it was somewhat comparable to the 
other countries currency values we could compete with any coun- 
try m the world with our products. The problem starts when you 
are dealing with someone in dollars. They can :buy 3 bushels of 
gram from our competitors for every bushel they can buy from 
America. We ave a double-edged sword and, you^bet, things are 
deteriorating. 

That is why we are trying to come up with some happy medium 
to get rural America moving again. But, from looking over disserta- 
tions by fine agriculture economists and farm organizations, I 
agam realize it is a very complex problem to solve. Congress is 
talking about putting together a farm package that could be very 
good news for agriculture, which is a lot of rural America. We 
could do many things if we had adequate funding. 

As for beefing up some of the farm programs, we have spent 
more money over the last 4 years on some projects than we ever 
have before. But the tax laws and the monetary system have a bie 
effect on these projects. 

The whole idea of this study is to discover some answers to some 
problems. I want you to know how much we appreciate your imput 
into today s topic. Our time is almost up for today. I would like to 
bring this meeting to a close this morning. 

I thank you all, very, very much for making the effort to come 
down here and testify. We may be asking you by letter for addition- 
al mformation and maybe we can have you back another time. 

I think y 0 u will agree with me that this is an important topic 
and that we have got a long way to go. It is even hard to make 
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Members of this Congress aware of the problems. They all have 
their self-interests and their congressional districts as their main 
concern. Some can't understand that everything is integrated. If we 
can get our thoughts and information together, we might make 
som^ headway. . 

After hearing these gentlemen and Ms. Norwood speak today, I 
personally feel that we need to do a much- better job of gathering 
and reporting pur statistics. Hopefully, you can. help us put togeth- 
er some good suggestions ao we can initiate some kind of action. 

I. will bet Mr. Coltrane with the Department of Agriculture must 
have a lot of thoughts on proposals. - ; ^ < ' > 

We are happy to have you here' today and hopefully, with your 
help, we can start comingmp with some solutions. 

I think that the whole United States will benefit from a rural 
revitalization if we can ever get one going. Not only does the i^iral 
labor force have untold productive potential, it i6 also a catalyst for 
greater economic activity throughout'Americau ' 9 * % < 

Referring to South Dakota again, I have talked with many indus- 
tries that have come to ~my > State and they are very, very pleased 
with the kind of labor, force they find there and the work that is 
carried out. They are not only hard workers, but they are talented 
workers. They just need to be put to Work. * ' 

It is my sincere hope that today's hearing has made a contribu- 
tion toward tapping that potential, yjfe thank^you all for coming. 

On June 19, at our next hearing,, we are going to look at a mtgor 
source of the problems in rural America— rural finance. Finance 
has been a big problem within the rural areas. Rural America is 
being cheated and it has got to come to a stop. .We are just^ going to 
keep plugging away and hopefully come up with some answers. 

We thank you very much and the subcommittee is adjourned. 

[Whereupon, at 11:30 a.m., the subcommittee adjourned, subject 
to the call of the Chair.] 



JC ;>ti67 



RURAL FINANCE 



WEDNESDAY, JUNE 19, 1985 

s ^ Congress of the United States, 

Subcommittee on Agriculture and Transportation 

of the Joint Economic Committee, 

> 1 "Washington, DC. 
The subcommittee met, pursuant to notice, at 10:09 am., in room 
SR-485, Russell Senate Office Building, Hon. James Abdnor (chair- 
man of the subcommittee) presiding. 
Present: Senators Abdnor and D*Amato. 

Also present: Charles H. Bradford, assistant director; and Dale 
Jahr, professional staff member. 

OPENING STATEMENT OF SENATOR ABDNOR, CHAIRMAN 

Senator Abdnor. The Subcommittee on Agriculture and Trans- 
portation of the Joint Economic Committee wul come to order. 

We're pleased to have so many witnesses with so much great ex- 
pertise to testify today on behalf of the subject we're concentrating 
on—?the financial situation of rural America. We want to welcome 
all of you to the fifth hearing in a series focusing on the rural econ- 
omy. 

Today's topic is not only fundamental to rural America, it itf, in 
many respects, a prerequisite for rural development. Without ade- 
quate financial resources, rural America will not have the opportu- 
nity to encourage investment, attract new interests, retool existing 
industries, and provide consumer services demanded by the public; 
in short, rural economic vitality hinges on the presence and 
strength of the financial services industry* 

Our domestic inarkets have been far from stable the' past few 
years and financial institution failures are near post-depression 
records. A substantial portion of these failures are closely tied to 
the desperate economic condition of agriculture. Deposit insurance 
reserves are being drained at an Alarming rate. Regulators appear 
to be having difficulty policing the industry* The industry itself has 
been blurring the distinction between the types of financial institu- 
tions. It is now difficult to distinguish between , savings and loans, 
banks, securities dealers, mutual funds, money markets, insurance, 
and other financial services historically that have been in the past 
strictly separated. 

Agricultural finance appears to be in shambles, as assc f , values 
and high default rates have put too many community lenders on 
the brink of insolvency. If they go under, will the Federal Govern- 
ment erect a rescue package with the same $4 billion enthusiasm it 
had for the Continental Illinois Bank last year? I frankly doubt it. 
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Even the farm credit system, with the resources and the integrity 
of the U.S. Government, is experiencing tremendous difficulty at 
the present time. I'm especially pleased that the Farm Credit Ad- 
ministration is represented here today. * v ' • 

We do welcome you all here. This is why we've been putting, a 
great deal of concentration on rural America; and its problems. 

I happen to be very rural, myself, about as rural as you can find 
out in South Dakota coming from a community of 370 people and 
living all my life there. Of course, by Government definition, rural 
is a lot bigger than that. * ""'*.. v ] 

I have a great, great concern for rural .America. I'm, firmly con- 
vinced that rural America.is written off— may^e not intentionally, 
but it is spoiall enough, Apparently, {hat many of the "people, when A 
they discuss rural related topics do not include rural America. 

And Fm not just speaking of agriculture. I'm talking about the 
main streets and some pretty sizable towns. Unless some attention 
is directed to these people and these , areas, it could ; be Jjad news. 
Not only for the rural areas themselves, but the w great wntiibii^pn" 
that they make to all America ' » f*i ' 'V t* • 

We've been delving into the problem and possible, solutions. Cerr 
tainly, the financial situation in these rural areas is extremely 
paramount and important, so this is what our group of panelists 
that we have here today are going to be discussing. We welcome all 
of you to the subcommittee. \ ' 

We're going to start off our hearing with our first witness. We're 
very, very pleased to have him with us. Charles Partee, Board of 
Governors, Federal Reserve System. 

Mr. Partee, we welcome you to the subcommittee and appreciate' 
your presence here. 

You can go ahead. We have your prepared statement. Your 
entire statement will be made a part of tne record and you can pro- 
ceed in any manner you care. 

STATEMENT OF HON. J. CHARLES PARTEE, MEMBER, BOARD OF 
GOVERNORS OF THE FEDERAL RESERVE SYSTEM 7 

Mr. Partee. Thank you, Mr. Chairman I'll sunimarize my state- 
ment, with your permission. 

I appreciate the opportunity to appear today to discuss the cur- 
rent difficulties being experienced by the banks in our agricultural 
communities. As you are well aware, these problems have been in- 
tensifying lately as more farmers have been finding it difficult, if 
not impossible, to meet fully the contractual terms of their loan ob- 
ligations. ' 

The origin of these problems can be traced to the 1970's. Our 
farm sector experienced a mfyor economic boom during that decade 
and many farmers 4 expected the good times to continue in the 
1980's. Consequently, farm indebtedness surged, rising/ -after allow- 
ance for inflation, about 60 percent from 1971 to 1979. 

As it turned out, however, the agricultural boom of the ^1970's 
gave way to a bust in the 1980's. Both here, and abroad, the high 
Farm prices of the 1970'b attracted additional resources into agri- 
culture. Moreover, further breakthroughs in genetics and farm 
technology enhanced productivity jfcf such resources. Thus, farm 
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production has been increasing at a considerable pace over this 
decade. At the same time, growth in demand for American agricul- 
tural products has weakened. Farm exports, in particular, have 
been reduced by sluggish economic conditions abroad and the hieh 
exchange value of the U.S. dollar, as well as by the expanded abili- 
ty of other nations to meet consumption needs from* their own in- 
ternal production. These market developments have kept farm 
prices persistently depressed. As a result; farm income has been 
low for 5 years in a row and land values have been declining since 

Farm debt, though no longer increasing?stili is high and interest 
rates on farm loans, while down from earlier, levels, remain well 
above those prevailing in the last decade when much of the debt 
was incurred. Thus, many farmers are faced with the problem of 
servicing a large volume of debt at relatively high interest rates 
with a substantially reduced level of farm earnings. High interest 
rates and reduced income flows have also added to the downward 
pressure on land values, thus further limiting the farmers' ability 
to pay down debt by selling these assets. 

The earnings of all farmers have been adversely affected by 
lower product prices, but not all are experiencing the same degree 
of financial stress. Farmers that are relatively debt free have suf- 
fered declines in asset values, but are not in danger of falling into 
insolvency. In contrast, producers who entered the 198tfs with only 
a relatively small equity cushion have been experiencing mcreased 
financial difficulties. Estimates indicate that perhaps a third of the 
lull-time producers have debt burdens large enough to cause finan- 
cial stress. And this group owes about two-thirds of all farm- debt. • 
ihe greater proportion of this debt is owed to the farm credit 
system, the Farmers Home Administration, and individuals: never- 
theless, about one-quarter of total farm credit— about $50 million- 
is provided bycommercial banks and a sizable proportion of the 
larm loss portfolios of many banks have become troubled to a 
greater or lesser degree. „ 

Commercial banks experience only minimal problems in their 
farm loan portfolios during the 1970's. Such problems .began to pick 
up in 1981 and have been increasing steadily since then. One indi- 
cation of the deterioration in the quality of agricultural loans at 
banks that has occurred since then is provided by the very sharp 
rise m delinquencies and chargeoffs. - 

Last year's high chargeoffs and an increase in provision of loan- 
loss reserves had a marked depressing effect on the profitability of 
many agricultural banks. On average, returns on equity fell to 9 
percent, down from returns averaging between 14 and 16 percent 
in every year from 1979 to 1982. There was great variation in earn- 
ings recorded among agricultural banks, however, mainly reflect- 
ing differences m loan loss experience. 

In the aggregate, earnings of agricultural banks were high 
enough to permit a further buildup in the average capital ratio of 
these banks and the capital ratios of most agricultural banks 
remam high relative to those of nonfarm banks. But more farm 
banks seem certain to come under financial strain if farm loan 
losses continue and intensify. And a troubling number of farm 
banks experiencing relatively high loan losses have already suf- 
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fered an erosion of their capital base, thus increasing their vulner- 
ability to failure should such losses continue. 

Such extremely adverse results have been occurring in small, but 
increasing, numbers. Last year, 32 agricultural banks failed, mostly 
in the second half of the.year, compared with only 7 in 1983. Many 
of these banks came from a group that had .reported delinquent 
loans at the beginning of the year ;in excess of ^capital of the bank- 
Unfortunately, the number of agricultural banks in this condition, 
while still a relatively small proportion of the 5,000 agricultural 
banks, ruse further during 1984. Agricultural bank failures are 
likely to rise commensurately; indeed, 30 farm; bank failures al- 
ready have occurred,, accounting for two-thirds of the banks that 
have failed so far this year. 

HI skip over to a later page, Mr. Chairman. 

The debt adjustment program first announced by the administra- 
tion last September, and then modified in March, will offer farm 
banks and their farmer customers some assistance in moving 
through the difficult transition period that appears to lie ahead. As 
you know, under this program, the Government will guarantee 
most of the remainder of a troubled farm loan after the lender re- 
duces the principle amount or an equivalent in interest charges, 10 
percent of more, as needed to reduce the borrower's debt service 
burden to a level that he appears able to handle. Through May, the 
Farmers Home Administration had guaranteed only 259 loans, to- 
taling $36.7 million. I understand, however, that the Farmers 
Home Administration, under its regular Joan guarantee program, 
this year already has guaranteed over 5,000 loans, totaling nearly 
$700 million, and that the total outstanding volume of guaranteed 
loans is approaching $5 billion. 

The Federal Reserve also revised and extended its seasonal lend- 
ing program in March of this year with the. objective of making 
sure that agricultural banks will .have sufficient liquidity to pro- 
vide needed production loans vo their farmer customers. In an- 
nouncing this broadened program, we noted that* there were few, if 
any, signs to indicate that agricultural banksgenerally would expe- 
rience any unusual shortfall of liquidity. The action was taken, 
nevertheless, to have in place a means to offset any unforeseen li- 
quidity strains that m'gnt arise in local areas or for individual 
banks, thus threatening the necessary flow of credit to farmers. 

Total borrowing in our seasonal program currently is running 
about $150 million. This figure is below that of >last year at this 
time, the difference reflecting mainly easier bank funding condi- 
tions in the money market. * v - 

The FHeral Reserve, as well as the other Federal banking agen- 
cies, also has reiterated its policy of instructing bank examiners. to 
refrain from taking supervisory actions that would discourage 
banks from exercising appropriate forebearance when working 
with farmers or other small businesses ; wi$h delinquent^loans. It is 
not the intent of this policy to encourage or permit loan decisions 
that are inconsistent with the banks 9 long-term safety and sound- 
ness. The policy recognizes, however, that if there is good reason tp 
believe a borrower's difficulties are temporary in, nature, it is pru- 
dent banking policy to extend the dates of his loans and, in some 
cases, to grant additional credit to carry him over a period of dis- 
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tress. Reserve banks have designated senior review examiners with 
expertise in supervising farm banks to oversee the administration 
of this polipy. 

Mr. Chairman, while the <*edit-related programs and practices I 
have just reviewed have assisted farmenrto obtain credit accommo- . * )M 
dation, I wish to exphasize that they do notfoffer a solution to the $' - ; # 
problems facing the farm sector. Indeed, no credit program .can do T 
that because, fundamentally, the farmers' problems are not trace- * 
able to an inability to obtain credit. , ,</ " t S . ^ » 

Reference to eitperience during ^ the current year' will help illus- 
trate this point. There was, considerable concern 4 early, on that a * 
fairly.laige number of fanners would not be able to obtain credit to' f 
finance their production M.tivitie».*But;as matters turned out, most 
farmers were able to obtain production loans, adequate ' to meet 1 
their needs, either fern lending institutions 'that h^ire financed' * 3 
them in the past or, if cut off froni these" lendere, from" alternative * >:% 
sources. Moreover, sorae who are unable to obtain credit 1 to fully 5« 
satisfy their needs accepted various cost-reducing measures in order * 'H 
to plant their crope, ouch as using less fertilizer. And in cases 
where land was given up by farmers unable to continue, it,was gen- 'fc 
erally taken u^ and planted by new operators. Thus, "plantingB ?: 
have not been significantly impaired by a lack of credit availability < 
and another exceptionally large harvest is in prosect. 'v, 

That, of course, is not an unmixed blessing. With large harvests * < 
also aparently in train in other iri^jor agricultural producing couh- ^ 
tries, and with no indication that effective demands for such prod- ' 
ucts will expand dramatically, it appears very likely that agricul- % 
tural prices will remain depressed. Indeed, in response to these pro- "1 
spective supply and demand conditions, farm product prices have J 
been declining further this spring from already depressed levels. ' / 
The implications of these developments for incomes of farmers are ^ 
obvious— they, too, will remain depressed. r 

Thus, there is a good chance that the number of farmers experi- % 
encing serious strains will continue to grow, which, in turn, means 
that an increasing number of farm banks, particularly those that ^ 
have the greatest concentration of farm loans in then: portfolios, 'O 
will be encountering growing difficulties because of the inability of ^ 3 
their farmer customers to service debts. These conditions will fur- j$ 
ther undermine the capital positions of more banks, adding to the 
number that will be in danger of failing. 

In my view, the best way to deal with these very serious prob- 
lems for ba^ks, and indirectly provide the best help to farmers, will 
be to encourage and facilitate the merger of weak banks with 
stronger banking institutions, particularly those that are not now 
so heavily involved in agricultural lending. That would offer sever- 
al important advantages. First, it would transfer control of the in- 
stitution's lending resources to a bank with a better management 
record. Second, it would provide an infusion of real permanent cap- 
ital into the bank and, thus, into agricultural lencung in general. 
Finally, mergers with banks outside the community of agricultural 
banks would promote greater diversification of portfolio risk. In 
this way, the banking system would come to be better protected 
against unforeseen developments that from time to time adversely 
affect the financial health of different sectors of the economy— 
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energy, for example, real estate, for example, as well as agricul- 
ture. 

There is no doubt that the agricultural sector has been going 
through some very hard times because of unanticipated weakness 
in farm product markets that will no logger support 1 the builtin 
structure of high indebtedness. Many banks that have concentrated 
their lending in the farm area are encountering difficulty because 
of the inability of farmers to service their debts and it may be that 
more will be driven to the point of bankruptcy. But as I see itj-the 
best way to deal with an erosion of capital is to obtain' replacement 
funds from present or prospective bank owners. And"* where ;the 
banks' problems appear too severe and fundamental to handle in; 
this manner, the best solution is to seek mergers with other institu- 
tions that promise a larger, more stable lending and deposit base. 4 

Thank you, Mr. Chairman. That completes my statement 

[The prepared statement of Mr. Partee follows:] 
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PREPARED STATEMENT OP HON. J. CHARLES PARTES 

! appreciate the opportunity to appear before this committee to discuss the 
current difficulties being experienced by banks in our agricultural communities. As 
members of this Committee are well aware, these problems have been intensifying 
lately, as more farmers have been finding it difficult, if not impossible, to meet fully 
the contractual terms of their loan obligations. 

The origin of these problems can be traced to the 1970s. Our farm sector 
experienced a major economic boom during that decade, and many farmers expected 
the good times to continue in the 1980s. There was, in particular, a general perception 
that there were limits on potential world production of agricultural products and that 
this would continue to encourage a rapid growth in farm exports, thus fostering 
increasing returns to land and other farm inputs. Many also believed v the*nrore rapid 
inflation of the decade would persist, so that long-term indebtedness could be paid off 
with less valuable future doily Acting on these expectations, farmers and other 
investors acquired additional farm land, bidding up its price in the process. Farmers 
also invested heavily in new machinery and equipment* Moreover, in view of . the 
apparently favorable outlook for agriculture and, for most of the decade^ of interest 
rates that were low relative to the expected rise in income and asset prices, many 
thought it ad/antageous to finance a relatively large share of these investments with 
borrowed money. Consequently, farm indebtedness surged, rising, after allowance for 
inflation, about 60 percent from 1971 to 1979. 

As it turned out, however, the agricultural boom of the 1970s gave way to 
a bust in the 19S0s. Both here and abroad, the high farm prices of the 1970s attracted 
additional resources into agriculture. Moreover, further breakthroughs in genetics and 
farm technology enhanced the productivity of such resources. Thus, farm production 
has been increasing at a considerable pace over this decade. At the same time, growth 
in demand for American agricultural products has weakened. Farm exports in 
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particular have been reduced by sluggish economic conditions abroad and the high 
exchange value of the U.S. dollar, as well as by the expanded ability of other nations 
to meet consumption needs from their own internal production. These market 
developments have kept farm prices persistently depressed. As a result, farm income 
has been low for five years in a row, and land values have been declining since 1981. 

Farm debt, though no longer increasing, still is high; and interest rates on 
farm loans, while down from earlier levels, remain well above those prevailing in the 
last decade when much of the debt was incurred. Thus, many farmers are faced with 
the problem of servicing a large volume of debt, at relatively high interest rates, with 
a substantially reduced level of farm earnings. High interest rates and reduced income 
flows also have added to the downward pressure on land values, thus further limiting 
the farmers 1 ability to pay down debt by selling these assets. 

The earnings of all farmers have been adversely affected by lower product 
prices, ». j: not all are experiencing the same degree of financial stress. Farmers that 
are relatively debt-free have suffered declines in asset values but are not in danger of 
falling into insolvency. In contrast, producers who entered the 1980s with only a 
relatively small equity cushion have been experiencing increasing financial difficulties. 
Estimates indicate that perhaps a third of the full-time producers on commercial-sized 
family farms have debt burdens large enough to cause moderate to severe financial 
stress, and this group owes about two- thirds of »tl farm debt. The greater proportion 
of this debt is owed to the Farm Credit System, the Farmers Home Administration and 
individuals. Nonetheless, about one quarter of total farm credit is provided by 
commercial banks, and a sizable proportion of the farm loan portfolios of many banks 
have become troubled to a greater or lesser degree. 
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Commercial banks experienced only minimal problems in their farm loan 
portfolios during the 1970s. Such problems began to pick up in 19S1 and have been 
increasing steadily since then. One indication of the deterioration in the quality ol 
agricultural loans at banks that has occured since then is provided by data on 
delinquencies and charge-of fs. While not all banks are required to report such data for 
their farm loans, from available information our staff estimates that at the end of 
March of this year, nonaccrual farm production loans at all banks in the nation totaled 
about $1.7 billion, and other nonperforming loans—those past due 90 days or more but 
still accruing interest, plus renegotiated troubled loans-totaled about $0.9 billion. In 
addition, about $1.3 billion of farm production loans were past due 30 to S9 days. 
Altogether these poor performing and nonperforming loans constituted about 10 
percent of all farm production loans. 

In addition, net charge-offs of farm loans at all commercial banks are 
estimated to have been about $900 million in 1984, or a bit more than 2 percent of 
outstandings. Of this total, $240 million was reported by banks in California, 
representing about 6 percent of their outstanding farm loans. While California banks 
led the nation in charge-offs, these losses presented less of a problem for them than 
for banks in many other states. This was because most of the losses were booked by 
major banks with ,arge branching systems, where agricultural loans constituted a 
relatively small proportion of their total asset portfolios. In contrast, many banks 
operating in agricultural areas of states that limit branching— states found mainly in 
the midwest— have had more trouble accommodating to their loan losses because of 
the high concentration of these loans in their asset portfolios. 

Last year's high charge-offs and an increase in provision of loan loss 
reserves had a marked depressing effect on the profitability of many agricultural 
banks (banks at which the ratio of farm loans to total loans exceeds the average of 
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such ratios at all banks, currently about 17 percent). On average, returns on equity 
fell to 9 percent, down from returns averaging between 14 and 16 percent in every 
year from 1973 through 1982. There was great variation in earnings recorded among 
agricultural banks, however, mainly reflecting a sharp difference in loan loss 
experience. Thus, 12 percent of these banks reported negative earnings last year, and 
another 9 percent recorded only minimal positive earnings. At the same tim», over 
half earned over 10 percent on equity, and nearly a fifth over 15 percent* 

In the aggregate, earnings of agricultural banks were high enough to permit 
a further jp in the average capital ratio of these banks, and the capital ratios of 
most agricultural banks remain high relative to those at nonfarm banks* But more 
farm banks seem certain to come under financial strain, if farm loan losses continue 
and intensify* Moreover, as 1 have noted, a wnall but troubling number of farm banKS 
experiencing relatively high loan losses have already suffered an erosion of their 
capital base, thus increasing their vulnerability to failure should such losses continue* 

Such extremely adverse results have been occurring in small but increasing 
numbers. Last year, 32 agricultural banks failed—mostly in the second half of the 
year— compared with only 7 in 1933* Many of these banks came from a group that had 
reported delinquent loans at the beginning of the year in excess of the capital of the 
bank. Unfortunately, the number of agricultural banks in this condition, while still a 
relatively small proportion of the 5,000 agricultural banks, rose further during 19S4* 
At 102 agricultural banks, nonperforming loans at the beginning of this year exceeded 
total capital, up from 44 a year earlier. Moreover, at 240 agricultural banks, the 
combined sum of past due and nonperforming loans exceeded total capital, up from 133 
a year earlier* Agricultural bank failures are likely to rise comme-\surately? indeed 30 
farm bank failures already have occurred, accounting for two- thirds of the banks that 
have failed so far this year. 
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To sum up :he current situation, while the incomes of the grea^t bulk of our 
farmers have been reduced since the beginning of this decade, those that gpt heavily 
into debt in the 19^0s are primarily the ones experiencing serious financial strains, 
with the severity of these strains increasing with the degree of their leveraging. While 
such farmers constitute only about one-third of alllarmers, they account for about 
two-thirds of all agricultural debt. As many of these borrowers..have found it 
increasingly difficult to service their loans, banks and other agricultural lenders have . 
been encountering increasing problems. To date, information suggests tha^the great 
majority of farm banks remain in go^od condition despite these problems, but a 
significant and growing number is experiencing an increasing degree of strain.. 

That so many of our farm banks remain in relatively strong condition after 
five years of depressed conditions in the agricultural sector stands, I believe, as a 
tribute to their management. What this rather clearly suggests is that these banks 
generally followed prudent standards in extending credit to th-ir farm customers 
during the boom times of the 1970s, standards which tended to hold down the degree of 
leveraging permitted individual customers— and in the process helped to dampen 
tendencies for these customers to become over extended. In addition, many farm 
banks followed policies that permitted them to maintain reasonably diversified asset 
portfolios. 

Banks that failed to adhere to high standards of quality and asset diversity 
have been considerably more vulnerable to the effects of deteriorating circumstances 
of agricultural borrowers. One can point to situations in which a bank that is failing or 
in extremely troubled condition is located in close prox ; mity to one or more other 
banks that remain in good condition. In addition, I understand that the FDIC, in a 
study it conducted of the banks that failed in 19S&, found evidence of varioui kinds of 
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abusive practices, including improper insider transactions, instances of possible fraud, 
and other forms of irregular management activities. 

The management policies and practices of banks, of course, tend to vary 
along a continuum. Thus, the longer conditions in the agricultural sector remain 
depressed, the greater will be the number of banks experiencing problems of greater 
severity. As I have noted, that process is already quite observable in the trends of 
recent years. Since no dramatic change appears likely in the current balance between 
supply and demand in agricultural markets, such trends seem almost certain to. 
continue for some time to come, Put more directly and graphically, it seems quite 
possible that many more ^ricultural banks and their farmer customers will experience 
severe financial dislocations over the next several years. I should hasten to add that 
at present it still appears that the great majority of farmers and of farm banks have 
sufficient financial strength to weather these conditions, although not without growing 
strains and problems. 

The debt adjustment program, first announced by the Administration last 
September and then modified in March, will offer farm banks and their farmer 
customers some assistance in moving thtough the difficult transition period that 
appears to lie ahead. As Committee members know, under this program the 
government will guarantee most of the remainder of a troubled farm loan after the 
lender reduces the principal amount (or an equivalent in interest charges) 10 percent 
or more as needed to reduce the borrower's debt service burden to a level th«t he 
appears able to handle. Through May, the Farmers Home Administration had 
guaranteed 259 loans totaling $36.7 million. I understand, moreover, that the Farmers 
Home Administration, under its regular loan guarantee program, this year already has 
guaranteed over 5,000 loans totaling nearly $700 million, and that the total 
outstanding volume of guaranteed loans is approaching $5 billion. 



273 

m,mn available 

.... - & . - 



275 



The Federal Reserve a!so revised and extended its seasonal lending 
program in March of this year with the objective of making sure that agricultural 
banks will have sufficient liquidity to provide needed production Joans to their farmer 
customers. The regular seasonal program, in place since 1973, provides discount 
window credit to depository institutions with limited access to national money markets 
that experience recurring seasonal swings in net needs for funds because of the way 
their deposit flows fluctuate .dative :o their loan demands. This existing program 
was liberalized to increase the portion of the seasonal funding needs that the Federal 
Reserve stands ready to supply to small and mid-sized institutions. In addition, a 
temporary simpUfied seasonal program has been established as an alternative source of 
seasonal credit. Aimed particularly at smaller banks substantially involved in I. 
agricultural lending, this program offers institutions with total loan growth above a 
base amount of two percent the opportunity to fund half of any further loan expansion 
through discount window loans, up to a maximum amount of five percent of the 
institution's total deposits. 

In announcing the broadening of its seasonal credit program, the Federal 
Reserve noted that there wer j few if any signs to indicate that agricultural ba. .« 
generally would experience any unusual shortfall of liquidity.. The action was taken, 
nevertheless, to hav? in place a means to offset any unforeseen liquidity strains that 
might arisr in local areas or for individual banks, thus threading the necessary flow 
of credit to farmers. Total borrowing in our seasonal program is currently running 
around $150 million. This figure is below that of last year at this time, the difference 
reflecting mainly easier bank funding conditions in the money market. 

The Federal Reserve, as well as the other federal banking agencies, earlier 
this year reiterated its policy of instructing bank exarriners to refrain from taking 
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supervisory actions that would discourage banks from exercising appropriate 
forbearance when working with farmers or other small businesses with delinquent 
loans. It is not the intent of this policy to encourage or permit loan decisions that are 
inconsistent with a bank's long term safety and soundness. The policy recognizes, 
however, that if there is good reason to believe a borrower's difficulties are temporary 
in nature, it is prudent banking policy to extend due dates on his loans and in some 
cases to grant additional credit to carry him over a period of distress* Reserve Banks 
have designated senior review examiners with expertise in supervising farm banks to 
overset the administration of this policy. 

Mr. Chairman, while the credit-related programs and practices I have just 
reviewed have assisted farmers to obtain credit accommodation, I wish to emphasize 
that they do not offer a solution to the problems facing the farm sector. Indeed, no 
credit program can do that because, fundamentally, the farmer's problems are not 
traceable to an inability to obtain credit. 

Reference to experience during the current year will help illustrate this 
point. There was considerable concern early tnis year that a fairly large number of 
farmers would not be able to obtain credit to finance their production activities. But 
as matters turned out, most farmers were abb to obtain production loans adequate to 
meet their needs either from lending institution? that had financed them in the past 
or, if cutoff by these lenders, from alternative sources. Moreover, some who were 
unable to obtain credit to fully satisfy their needs, adopted various cost reducing 
measures in order to plant their crops—such as using less fertilizer. And in cases 
where land vas given up by farmers unable to continue, it was generclly taken up and 
planted by new operators. Thus plantings have not been significantly impaired by a 
lack of credit availability and another exceptionally large harvest is in prospect. 
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That, of course, is not an unmixed blessing, because, with large harvests also 
apparently in train in other major agricultural producing countries and with no 
indication that effective demands for such products will expand ctramatically, it 
appears very likely that agricultural prices will remain depressed. Indeed, in response 
to these prospective supply and demand conditions, farm prices have been edging down 
in recent weeks from already depressed levels. The implications of these 
developments for incomes of farmers are obvious-they, too, will remain depressed. 

Thus, as I have reviewed earlier, there is a gocd chance that the number of 
farmers experiencing serious strains will continue to grow which, in turn, means that 
an increasing number of farm banks, particularly those that have the greatest 
concentration of farm loans in their portfolios, will be encountering growing 
difficulties-because of the inability of their farmer customers to service debts. 
These conditions will further undermine the capital positions of more banks, adding to 
the number that will be in danger of failing. 

In my view the best way to deal with these very serious problems for 
banks--and indirectly provide the best help to farmers-will be to encourage and 
facilitate the merger of weak banks with stronger banking institutions, particularly 
those that are not now so heavily involved in agricultural lending. That would offer 
several important advantages. First, it would transfer control of the institution's 
lending resources to a bank with a better management record. Second, it would 
provide an infusion of real, permanent capital into the bank and thus into agricultural 
lending ir, general. Finally, mergers r/ith banks outside the communit) of agricultural 
banks would promote greater diversification of portfolio risk, in this way, the banking 
system would come xo be better protected against unforeseen developments that, from 
time to time, adversely affect the financial health of different sectors of the 
economy. 
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There is no doubt that the agricultural sector has been going through some 
very haid times because of unanticipated weakness in farm product markets that will 
no longer support the built-in structure of high indebtedness. Many banks that have 
concentrated their lending in the farm area thus are encountering difficulty because of 
the inability of farmers to service their debts, and it may be that more will be driven 
to the point of bankruptcy. But, as I see it, the best way to deal with an erosion of 
capital is to obtain replacement funds from present or prospective bank owners. And 
where the bank's problems appear too severe and fundamental to handle in this 
manner, the best solution is to seek mergers with other institutions that promise a 
larger, more stable, lending and deposit-base. 

Senator Abdnor. Thank you, Mr. Partee. I'm very impressed 
with your statement. But I'm not encouraged by it 

Mr. Partee. No; it's not very encouraging. 

Senator Abdnor [continuing]. But I'm impressed. Obviously, I 
think you have a very good grasp of the situation. I don't know if 
we have many of the answers. 

I'm really very, very concerned about the direction . aral finance 
is going to go. The mergers of rural banks are fine, but I guess at 
some point banks feel that they can't take the risk of additional 
loans to keep the farmers operating. I think you said that one-third 
of the farmers of this country have two-thirds of the total farm 
debt. 

How much farther will a bank carry the farmers who are in 
trouble? Some farmers are getting pretty close to going under. I 
know nothing about banking or how you make your loans, but I 
have a feeling that bankers at some point tell the farmer that they 
will not be loaned any more money. 

What would happen if that third that are in debt, suddenly, had 
to be foreclosed on? What do you think would happen to the whole 
farming picture? I suppose a ton of land would go on the market 
and land would be dropping additionally, which would affect that 
other two-thirds. It could be real chaos before we get through, 
couldn't it? 

Mr. Partee. Well, I th'nk, Mr. Chairman, that you would have to 
take it on a case-by-case basis. There is no chance, as I see it, that 
all one-third of the farmers that are in debt would be foreclosed at 
anything like the same point in tine. Some of them are in pretty 

decent shape and have assets 

Senator Abdnor. The bottom third, you mean? 
Mr. Partee. Some of them are, yes. And so I think it would be 
spread in a continuum over time and it wouldn't occur with all of 
them, but it might be a considerable number. The banker is, of 
course, a businessman. 



Senator Abdnor. Yes. 



:RLC 



283 



279 

Mr. Partee. And the banker is going to try to do what's best for 
his institution. He 11 string along with a customer if he thinks the 
customer can pay, if that's his best option. But if things go to the 
worst case, why, the banker will, I think, foreclose the loan. 

Now whether or not he sells the property in the market will 
depend again on conditions in the property market. We permit 
banks to hold foreclosed assets for a considerable period of time, ud 
to five years. r 

Senator Abdnor. Oh, yes. 

Mr. Partes. In the case of real estate. And it would again be a 
matter for the individual bank, looking at his market, to decide 
whether his oest bet would be to force the land out on, the market 
or to hold it, hoping for a better time in the next 1 or 2 or 3 or 4 
years. 

That, of course, is not a free decision for him to make because 
when he s holding the land, he's not going to get much return on 
it. And so time is money in this case, you see. 

But I think that it would be difficult, very difficult, but it 
wouldn t be as totally disorderly as your question seemed to sug- 
gest. - ^ 

Senator Abdnor. There's no question that I feel the administra- 
tion is starting to sell their tax reform bill too quickly. I was much 
more, and I think the whole Nation should be much more, interest- 
ed and concerned about the deficit reduction package that's now in 
the conference committee. 

A few months ago, in businesses throughout the Nation, the defi- 
cit was the biggest concern. Every Member of this Congress was 
going around saying that we've got to cut $60 billion, weVe got to 
do this and that. Now, it bothers me when we're in conference and 
trying to come to some kind of an agreement between the two 
Houses that would have some significance or some effect on the 
whole financial picture of this country, and there's really not much 
attention being devoted to our deficit problem. 

If we were to cut spending as proposed in the Senate version, I 
believe interest rates would drop. What would happen if interest 
rates would go down 2, even 3 percent in the next year. What 
would a 3-percent drop in interest rates mean to the farmers of 
this country? Would that make a big difference to that thin! that 
are in trouble? 

Mr. Partee. For some of them it would, I think it's a continuum. 
The return on farming is pretty low these days. 
Senator Abdnor. Yes. 

Mr. Partee. So that if you cut, say, the average rate, in our most 
recent survey, for small farm banks was 13^ percent for farm 
loans. If it were IOV2 rather than 13%, obviously, some fanners 
would be able to make it that can't make it at 13%. But I 
wouldn't— it's not a panacea. 

Now I might just comment, Mr. Chairman, that interest rates 
have dropped 3 percent in the last 90 days. 

Senator Abdnor. Yes; they have. 

Mr. Partee. Not in the farm country, but generally in the 
market. And I think that some of that will be transmitted to rural 
banks in the time to come. 

Senator Abdnor. Why is that? Why not on farm 
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Mr. Partee. Well, because I thinK the farm banks see that their 
expenses, including the expenses of having to book losses, are very 
large. And thus, they're quite reluctant to cut their rates. 

As I commented in my statement, their profits are down. Some 
are making losses. There's a tendency, again, for a businessman to 
want to cover his costs. And if he can't cover his costs, why, he 
thinks he's going to go under. And so there's a reluctance in the 
farming areas to cut interest rates for that reason. 

Senator Abdnor. Again, I know nothing about the banking busi- 
ness, as I say, but I can't help but note that our banks are loaning 
huge sums of dollars to foreign countries at low rates of interest. 
You can't convince me that those foreign countries are a good risk. 

How do we justify that over my farmers? I think they're prob- 
ably 3very bit as good and deserving. 

Mr. Partee. Well, Mr. Chairman, it's a matter of private con- 
tract. I think if you were to give the banks that are lending abroad 
the option not to do that, they would certainly like to get their 
money out, just as I suppose a lot of farm banks would like to get 
their money out of farm loan? right now. 

But they are stringing along with their borrowers just as the 
farm banks are stringing along with theirs. And we encourage it in 
both cases because there doesn't seem to be any better solution. 

I might comment that the rate that you see for foreign loans, 
like the Latin American countries, is almost always tied to prime 
and it's just a little bit over prime, like IY2 percent over. But those 
are bans to the governments of those countries. 

If you were to take a loan to a private borrower in, say, Mexico, 
or Argentina, or Brazil, I'm not so sure that the rate would be 
lower that's being charged by an American bank than to a farmer 
because there is credit risk in addition to exchange risk in those 
private deals, just as there is credit risk in loans to farmers. 

Senator Abdnor. Are you familiar with a proposal— and we're 
talking about farm loans here— that was included in the Senate 
budget resolution for the future under the FmHA? The trend is to 
go entirely from direct loans to guaranteed loans, phasing them in 
over a 3-year period. The proposal we passed assumed that in the 
budget we'd have all guaranteed loans by the end of the third year 
with a buydown provision. I think we would buy down, with the 
banks up to 3 percentage points in interest rates for these guaran- 
teed loans. Do you think that is a workable provision? 

Mr. Partee. I don't know the details of that proposal, Mr. Chair- 
man. I can't really comment. 

If the Government is prepared to guarantee farm loans, why, of 
course, that makes the farm loans good credit 

Senator Abdnor. About 90 percent. 

Mr. Partee [continuing]. And the banks would be prepared to 
hold them. But, of course, the cost, the ultimate cost to the taxpay- 
er, could be very great. 

Senator Abdnor. Well, if it were solid it would, yes. 

Mr. Partee. Yes. 

Senator Abdnor. Does the Federal Reserve System take into ac- 
count how changes in the monetary policy will effect rural finan- 
cial institutions? 
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Mr. Partes. Yes, we certainly do. We have, as I'm sure you 
know, a large network through the reserve banks of experts on 
farm credit and farm matters. We have contacts with communities 
out there. All Federal Reserve banks now Ha ve special counsels of 
agricultural and small business people who advise .them. And; so 
we re well informed on conditions in the farm sector? . T 

Now our problem, is. the same as it is when,at;times in the past* 
builders have said to us, why not take care of housing? I mean, 
why don t you do something, for housing? ,Or, exporters have*said, 
why dont yqu ,take ^ of-th^^^xport'ifinancing heeds? Or the 
cities, like Detroit and New.Yort^haveiOaid, .why don't you take 
care of the special needs of th^ cities; in fip^cing^themselves? ^ ^ . t 

The problem is that the, monetary policy is a^miuxroins^uiaeatrit 
affec^eveiything and it falls on everybody and there iian't<aw*way 
that we can, say, have a 2 polipy ttat benefits agriculture to tie ex- 
pense of builders, car manufacturers, and so forth. It affects every- 
body. So that jaltiwugh we're aware of conditions can dp things 
like this seasonal credit program that I mentioned that are of mar- 
ginal help, in general, monetary policy can't be guided by a par- 
ticular sector of the economy. 

Senator Abdnob. You have revived an incident I had with a Fed- 
eral Reserve man. 

I was out at our State capital one time and a friend, a banker, 
took me to a luncheon because he had a regional Federal Reserve 
man with him. I was very concerned at that time with the condi- 
tion of the farm program and the whole farm economic picture. 

I asked the gentleman if he was concerned, because times were 
getting tough then, at least out in that country. H* told me that 
there was nothing to worry about. He told me they appreciated the 
farmers problem. I said, 'Veil, by God, you can't eat appreciation, 
if you re hungry." You've got to have some cash flow. 

I feel the policy of generously lending to farmers a few years 
back may have hurt the farmers more than help them. I don't 
know how much consideration was given by the Federal Reserve 
Board then, but they were very generous. There were banks that 
were loaning people more money than they were even asking for, 
just as though the bubble was never going to burst. 

It really wasn't that way. 

Wouldn't you admit now, as we look back, that might have been 
a heck of a mistake? 

Mr. Pabtee. I think that, as ^as been the case in a good many 
areas over time, the expectation of appreciation factoring in in fi- 
nance is a dangerous business. I remember many years ago meet- 
ing with the directors of the farm credit system out in Denver and 
it was said there, well, you know, farming is the only business 
where a man loses money every year and dies a millionaire. 
[Laughter.] 

Well, that's the thought, that the appreciation is going to carry 
it, and C^t's how you get speculative bubbles. And what we had 
was a speculative bubble in farm real estate that is now being 
washed out, as they often are with the passage of time. 

So I absolutely agree with you. I don f t know who the Federal Re- 
serve man you were talking to was, but I know that we have been 
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concerned about the use of farm credit for years in the system, that 
it was excessive. 

But, again, it's a decision on the part of the banks. The Govern- 
ment, which was very active through the Farmers Home Adminis- 
tration in sponsoring loans, the farm credit system, which is associ- 
ated with the Government, everybody was lending lots of money to 
formers. And the fanners borrowed too much and now we've got to 
pay the piper. 

Senator Abdnor. We've just been joined by another member of 
this committee that we think very highly tf, Senator iyAmato of 
New York. I've been acquainted -with him from the Banking Com- 
mittee, but he's also a very important part of this committee. 

Senator D'Amato, we're certainly happy to have you here. 

Senator D'Amato. Well, thank you very much, Mr. Chairman. I 
ask, in the interest of time, that the opening statement that I have 
prepared be inserted in the record. Fd be deeply appreciative. 

[The written opening statement of Senator O Amato follows:] 



Written Opining Statement or Hon. Altonbe M. D'Amato Sf- 

MR. CHAIRMAN, I THANK YOU FOR INVITING ME TO 'i| 

PARTICIPATE IN THIS HEARING ON RURAL FINANCE. S SERIES OF , f 

HEARINGS ON THE RURAL ECONOMY HAS BEEN EXTREMELY . '% 

INFORMATIVE. I COMMEND YOU FOR YOUR EFFORTS IN MAKING MORE '"Jf 

PEOPLE AWARE OF THE CHANGING NEEDS OF RURAL AMERICA. % 

RURAL AMERICA HAS BEEN DEPICTED FOR FAR TOO LONG AS 

ONLY THE AGRICULTURAL AREAS OF OUR COUNTRY, WITH.HTTLE ,*jf 
REGARD PAID Tu OTHER SEGMENTS OF THE RURAL ECONOMY. ALTHOUGH 

FARMS DO MAKE UP A LARGE PORTION OF RURAL COMMUNITIES, WE f <| 

MUST NOT FORGET THE RELATED BUSINESSES AND SERVICES THAT ARE J \3 

NECESSARY IN THESE AREAS. THE SMALL ENTREPRENEUR IS AN J 

EXTREMELY IMPORTANT PERSON IN THE RURAL COMMUNITY; HIS v£ 

FINANCIAL NEEDS MUST BE MET. 4 

IN MY STATE OF NEW YORK, THE VAST MAJORITY OF >S 

EMPLOYMENT IS FOUND IN THE SERVICE ORIENTED SECTOR. WHILE •' 'J 
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THE FARMING/ FORESTRY, MINING, AND FISHING INDUSTRIES HAVE 
DECLINED, NEW YORK HAS SEEN TREMENDOUS GROWTH IN THE 
PROFESSIONAL, TECHNICAL, AND TRADE INDUSTRIES. SURPRISINGLY, 
THIS GROWTH IS NOT IN THE URBAN AREAS, BUT, RATHER, IN THE 
RURAL COMMUNITIES. 

WE, AS REPRESENTATIVES OF THE PEOPLE. HAVE A 
RESPONSIBILITY TO MAKE CERTAIN THAT THESE AREAS CONTINUE TO 
GROW. FINANCIAL INSTITUTIONS MUST RECOGNIZE THAT THE RURAL 
COMMUNITIES ARE AREAS WHERE THEY MUST MAKE ALL OF THEIR 
SERVICES AVAILABLE. 

MR. CHAIRMAN, I THANK YOU FOR THIS OPPORTUNITY TO 
TESTIFY. 

Senator D'Amato. Mr. Partee, when we talk about the bubble 
bursting, kind of a washing out effect, what about the long-range 
implications? 

We see, and I think a lot of it is due io social phenomena, the 
disappearance of the more traditional family farm. Will that con- 
tinue, in your opinion, to be a thing of the past? 

And second, will there come a point in time when the prices will 
then stabilize and, if anything, maybe we see them beginning to ap- 
preciate? 

Mr. Part<se. Yes, I think that farm prices will hit bottom. I don't 
know that they have hit it yet. But, as I reported earlier, we still 
have been having a decline in farm product prices this year. And 
the information from the Midwest is that farmland values have de- 
clined sharply in the past year in places like South Dakota, Ne- 
braska, Kansas, Iowa, and Illinois on the order of 20, 25 percent. 

So that I don't know if we have reached it yet, but it will, of 
course, equilibrate at a point where the commercial return will 
support a price for the land that is consistent with that value and 
you might even get a little bounce back then at that point. 

My understanding is that the rental value of land in the Midwest 
in most places is about 6 percent of current market, which still 
sounds low to me. So I'm not sure that we've hit bottom. 

So far as the family farm is concerned, I do believe that the 
trend has been quite inescapable for a century, that the number of 
family farms and people depending on farming for their main live- 
lihood has been on the decline. And I would expect it to continue. 
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A lot of people live on farms. And, you know, when we go 
through the statistics now, we segregate what we call commercial 
farms from other farms because there are a lot of quite smallish 
farms where people live on the farm and work in the town and just 
farm a few acres sort of part time. And that, I think, is Ming to 
continue and probably increase. * 

But reliance by a family on fanning as the sole occupation is, I 
think, still on the decline and technology and all that suggests to 
me that that will continue. 

Senator D'Amato. Mr, Chairman, just one other question and we 
may be going & little far afield, but I've had the opportunity of 
having Mr. Partee before us in the Banking Committee and have 
always appreciated his insights, not only as it relates to the Re- 
serve, but also in areas sometime that are tangential. 

If the trade policies and the trade imbalance continues as it re- 
lates to farming, with the United' States getting a decreasing share 
of the world market, have you done any analysis with respect to 
what this impact will ba on the fanning community on rural Amer- 
ica? 

Mr. Partee. Well, I think that the rise in the value of the dollar 
from 1980 on was a proximate cause of some difficulty in compet- 
ing m the export market and that it probably was of considerable 
harm to particular farmers. Maybe soybeans and corn and, ypu 
know, some things, wheat, not everything, but some kinds of farm- 
ing activity. 

Now the difficulty, as I noted in my statement, Senator, the diffi- 
culty is that farm production has increased quite substantially in a 
good many other countries than this. 

A few weeks ago, I met with some of the people from the Bank of 
China and they reported proudly that they were now self-sufficient 
in food m China. 

_ Now that's a strange place to expect that that would be so, but I 
Hun* its characteristic of a tendency in recent years for the 
LDCrs, in particular, to emphasize food production and they've 
been pretty successful with it. * 

$5* 6 909 then 1 a Mttle difficulty in seeing how a drop in 
the dollar now is going to bring back those farm markets because I 
think the first use of food will be of domestically produced food in 
all of those countries. 

Thus, we have a fundamental imbalance in supply and demand. 
A lower dollar, if it develops over time and, as you know we've 
been thinking that it would, will be of marginal he]p to farmers. 
But x dont think it's going to be a solution to the problem for 
American agriculture. 

Senator D'Amato. So would it be fair to say that given the in- 
creased production, with such examples as China and Brazil, we 
have other nations that have increased dramatically their .produc- 
tion in areas of farming activity that were heretofore almost exclu- 
sively within the capacity of the United States to produce, to 
export to other nations — soybeans, et cetera. 

That no longer being the case, it would appear to me that there 
are many more economic problems on the horizon for the agricul- 
tural industrial base or the agri-base of the United States. 

O 
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Mr. Partes. Yes; we don't Bee any near-term change in the con- 
dition as a generality. Now, if you had a mqjor drought or some- 
thing, that could change conditions. 

But short of that, why, there doesn't seem to be anything on the 
horizon that will greatly improve the total marketing capacity of 
agriculture. Therefore, it may be a fairly long time. 

Now, I would point out to you that we economists never can see 
very clearly into the future. It was not much more than- — 

Senator D'Amato. You're one of the few economists .who's ever 
admitted that [Laughter.] 

Mr. Partes. That's because I'm no longer an active economist 

Senator D'Amato. I see. I Laughter.] 

Mr. Partes. You can't afford to do it when you make your living 
being an economist [Laughter.] 

But I would point out that it wasn't much more than a decade 
ago that the thought was that there was going to be a perennial 
food shortage in the world. 

You remember the Rome conference and zero population growth 
and all that? Now that wasn't so awfully long ago. And now here I 
am sitting here and telling you that there is no near-term, prospect 
of a turnaround that would take our farm product off tl*e v market 

That could be wrong. 7- 

Senator Abdnor. I'd just like to add to that. I'm a farmer and all 
my life I waited for that day. they said we were going to eat our 
way out of that surplus. [Laughter.] 

It never did come about We've got to move on. Do vou think that 
any country could really compete with us in grain sales if the trade 
barriers weren't there and if we really wanted to outsell them? 

That's the trouble. Good old Uncle Sam. We never want to in- 
fringe on other countries. 

If we got the budget in line and we got the dollar down — do you 
think we could compete? Do you see that day when we could go out 
and compete and survive? I guess that's the word because if we 
don't sell, we're not going to survive. m * 

Mr. Partes. Well, yes, I think our conditions would improve. Our 
export condition* would improve if the dollar were in line. The 
point I was making, Mr. Chairman, is that so far as 'I know, the 
productivity of the new farming developments 'abroad is reasona- 
ble. And I would think that there would be, since the dollar is 
always a sure currency for most of these countries, there would be 
a tendency to use the domestic production 'first. 

So you'd have to have a drop in the price of, say, wheat to the 
point where China would decide that it was better not to produce 
its own wheat, but to buy it from us. And since dollars are short to 
China, I think that's a hard decision for them to make.* Or for 
Brazil. Or for the LDC's, in general, who tend to be very short 'on 
foreign exchange. * " . .« 

The point I was making to Senator D'Amato was simply that 
once we have this production capacity; it's not going to be easy to 
see it retired from use. Just as in the United States; we almost 
never retire an acre of farm, land unless we put a house on it or 
something like that * . ' 

Senator Abdnor. Well, I appreciate your help today. Senator 
D'Amato has some additional questions. I have a- lot more Yd like 
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to ask you, but I know we can't for lack of time. We have some 
very fine testimony coming before us on this subject, so we'd better 
move on. 

♦J?" £ aTtoe !i "I th / U £ .? ou wry sincerely for appearing here 
today. Ifyou don't mind, if sone other questions come upTwe will 
submit them to you in writfcg and hope you'll respond to them; 
Thank you very much. 

Mr. Paktek. Thank you. 

Pause.] 

Senator Abdnor. Our next panel will be Mr. Irwin, Mr. Kille- 
brew, Mr. Gerhart, Mr. Shaffer, and Mr. Meadows, in that order If 
you haven t all met each other, please take a few seconds to *et 
acquainted here. 6 

We're delighted to have all you gentlemen. Mr. Irwin is the Chief 
Economist for the Farm Credit Administration. Mr. Randall Kille- 
brew is president of the First National Bank of Petersburg, IL, and 
Darticularly, you re chairman of the Community Bankers Council 
Mr. Bud Gerhart is the president of the First National Bank of 
Newman Grove, NE. He's chairman of the agricultural rural coin, 
mittee, Independent Bankers Association of America. Mr. Ron 
Shaffer from the University of Wisconsin. And Mr. Dave Meadows, 
Associate Director of the Division of Bank Supervisors of the FDIC 

This is a very illustrious group of experts that we have here. We 
naye gotten off to a good start. I am sure you listened to Mr 
Fartee as we looked at it from his view. Now we're anxious to hear 
from you. 

Mr. Irwin, would you cai-e to start off? 

STATEMENT OF GEORGE D. IRWIN, ASSOCIATE DEPUTY COVER- * 
NOR AND CHIEF ECONOMIST, FARM CREDIT ADMINISTRATION 
Mr. iKwm. Thank .you, Mr. Chairman. I'm George twin, Chief 
Economist with the Farm Credit Administration. It's a pleasure to 
appear before you, but it's a red challenge to deal with that list of 
topics you had on your agenda. [Laughter.] 

Fortunately , about a month ago, I made a presentation to a Fed- 
eral Reserve Bank conference in Chicago, and I have appended 
that to my prepared statement, since it does touch on most of those 
issues. 

Senator Abdnob. Good. That will be made part of the record. I 
want you all to know that your entire statement and attachments 
you re submitting will be included in the record. 

Mr. Iewin. What I want to do here this morning is just summa- 
rize the mam points from that more detailed analysis ana then 
comment on three specifics that I know are of a great deal of inter- 
est to you. 

^ The main poin t I was making is that for the second time in the 
Oith century, we have a major structural- adjustment underway in 
agriculture under stress conditions and that's what's .causing prob- 
lems for both farmts-s and for financial institutions that deal with 
them. . , . , 

We are in the process of adjusting to a position where the opti- 
mum amount of leverage for- a farmer is less. There are some that 
are not going to make it through this adjustment. Those who are 
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going to make it, both farmers and financial institutions, have a 
number of difficult problems to deal with in making their adjust- 
ments. 

What Fm going to deal with here today are the question of stabi- 
lizing asset values, something about the financial performance of 
the Farm Credit System, and something about the interest rate 
charges to borrowers from the Farm Credit System* ' ^ . 

First, on the subject of asset values, we feel that there is a signif- 
icant threat that we could get some disorder in agricultural real 
estate markets in a number of areas of ttie country. There is a pofr 
sibility of a temporary glut in the Amount Of land coming on the 
market in some areas, and it could drive prices below what would 
be an equilibrium position. " V 1 J )* m 

What you do then is destroy the survivability potential for farm- 
ers and for their financial institutions when they would [ otherwise 
be viable for the long run. r '** J o 

I think that not only do we have the problem of a potential land 
supply excess for a short period of time; we have the problem that 
the dollar value, is probably overactfusted and the. interest rate is 
probably higher than makes sense for the long, run, and both of 
those factors in addition tend to place temporary downward bur- 
dens on the land market ^ 7>? . *t *' / - * 

Something like this affecte^ the balanee'sheet of all farming oper- 
ations, and it's potentially possible that the actions that have to be 
taken with the overextended farmers, who have to liquidate, are 
enough to create kind of a whirlpool effect to suck in some others 
who are on the periphery of being viable. 

It's obviously a lot more difficult for an ag creditor to stay with a 
borrower in this kind of a situation and the availability of ag credit 
is directly affected by collateral being eroded in this way. . r , 

While this obviously affects the private interest of both farmers 
and lenders, we think that there is some public policy interest in 
this issue also. The events which are now underway threaten ^ to in- 
crease the extent of structural adjustment that actually takes place 
beyond what might otherwise happen. We just suggest that Con- 
gress may want to consider measures that would cushion excessive 
drop in land prices. We think the objective is not to prop them 
above any equilibrium realistic long-run level. You can't really do 
that. The objective is to prevent chaos from prices temporarily 
dropping substantially below economically justifiable levels. 

There have been a number of specific proposals, including one 
approach by the Fann Credit Council, which is the trade associa- 
tion for the Farm ( redit banks. We*/ih the Farm Credit Adminis- 
tration have not specifically endorsed this or any other specific pro- 
posal, but we do agree with the objective- that thc^e may be , a 
public interest in somehow providing some bottom-side stability on 
the land market. 4 < r > <r 

Second, financial performance of the Farm Credit System. The 
institutions of the Farm Credit system have historically unprece- 
dented levels of losses in the last year, and they're having to devel- 
op tools to absorb those losses while they're attempting to manage 
and control the financial crisis. f ' 
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Ji5?2* r i have sltua *? ons whe re two of the Federal intermedi- 
ate credit banks are needing assistance from other banks. We have 
had some 11 PC A' S fail and about 60 mergers in the last year 

We have done a rather extensive analysis of this,, and we contin- 
ue to believe that the System has the financial canity to pSl 
™~ W 1 lf *ST toke prompt action to bring their S^stem^ 
serves to bear on this problem and if we don'tget any major new 
economic adversities to blindside them. Obviously, thi fegonw to 
require some major adjustments fdr-them to do so 

We re in a period where the System is facing quite a bit of insti- 
buS n JU8t 88 0Ur triend8 in thlloWiereial finkSg 

BfS^f^u* 1 ^ 1 * "^^o 801116 legal, questions, questions' of 
structure in the Farm Credit System, which the Congress may need 

J?™??' 68 !' mc ? d ? ,g , the a PP r opnate tools for the System institu- 
tions to share their losses, the accountability of separate banks to 
Sons System ' and the general structure of banks and associa- 

A JSf S«P Ul<y 111 d ^ Ul f ^ each of these 18 th e very strong 
™£f ° f «? •' Wner8 ' th f Sorrowers of *e Farm Credit System, to 
maintain their grassroots control, and their desire to protect their 

m fl ut T' £ tt ^PP 6118 to be strong, from hiving S 
carry too much burden from the weaker institutions 
Let me next comment a little bit on interest rates charged to bor- 

There's a really inherent dilemma for a lending institution 
trying to stay with a financially stressed borrower. The dilemma is 
that you impose a cost on healthy borrowers and may imperil some 
ZBm!^ *5 e Procefs- ^ you re keeping interest rates as low as 
possible to aid stressed borrowers, you may produce financial weak- 
ness in the lending institution and then that forces substantially 
higher interest rates affecting everybody whose loans are perform- 

And let me just comment that the December 31, numbers show 
that a bit over 93 percent of the loan volume in the land banks is 
K™ 1 ^^^ Payments on time-and just about 

90 Percent of the PCA volume is. So you've got well over 90 percent 
the SfnS y r Sde g something about 10 percent or less on 

While forebearance has been a popular word in the last 4 or 5 
years and its been a long-time policy of the Federal Farm Credit 

lSw^l £ y0U g0 along , as . lon 8 88 there ' s a reasonable 
likelihood that a farmer can work his way out. We joined the de- 
pository institution regulators this last spring in the statement en- 
couraging our examiners to deal with that kind of a situation ap- 
propriately to help the individual, survive. 
But you have to > recognize that- forebearance has its limits. Our 
^*u Farm J ( ^ t , Boara ' who set the general policy, has recog- 
nized the need to balance three competing interests— there is the 
troubled borrower; there's the sound borrower; and then there's the 
person who mvests in the securities that;provide the funds for the 
System m the first place. 

Staying with borrowers has meant that the System has had in- 
creased losses. These translate into higher interest rates. Recently, 
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the land banks and the PCA's have faced this kind of a situation, 
in some cases interest rates have gone above those charged by the 
commercial bankers* We've had a loss of customers and further in- 
creases of the burden of the remaining performing loans carrying 
the ones that are not performing. 

A parallel problem occurs in a borrower-owned system, such -as 
the farm credit system, and that's the retirement of capital stock 
as these good loans go away. It weakens the association's capital 
position. And you're undoubtedly aware that the Omaha Farm 
Credit district has put some restrictions on the automatic retire- 
ment of stock in oraer to help protect against this kind of a situa- 
tion. ' 

I think we need to note specifically why some of the system insti- 
tutions are raising their rates right now. 

Since they are prvately and cooperatively owned and do not re- 
ceive either Federal funds or Federal guarantees, they're depend- 
ent on the sale of securities in financial markets. What it costs to 
borrow from the farm credit system is the cost of these portfolios of 
securities plus the cost of operating expenses, which increasingly 
have included the reserves required to cover losses and require 
income to cover nonperforming loans. ' r 

It's sort of an anomaly recently that we've had announcements 
of higher interest rates in some of the farm credit banks at the 
same time market rates for new security sales are going down, a 
very difficult problem for borrowers to understand. - 

The problem, of course, is the -operating costs are going up be- 
cause of nonperforming loans, the same problem that the rural 
bankers are having that Mr. Partee was discussing. 

In order to keep these institutions financially stable for the rest 
of their borrowers, it's necessary to maintain these loss reserves, 
and in order to maintain access to financial markets, it's necessary 
to maintain the net earnings of the financial institutions. 

This is a very difficult kind of a thing to try to do because all the 
borrowers, including the onea that are on the boards of directors, 
have a strong desire to keep rates down as best they can. They 
have been doing that for the last year or so. The results have 
caught i?r> with them, and they are, therefore, now having to raise 
rates in order to keep themselves healthy. 

What this really demonstrates is it's the farmer who is in sound 
position who ends up carrying the burden of other farmers who are 
unable to pay their loans. ; 

What interest rate these institutions actually charge is their own 
business judgment. They have to weigh the dangers of losing bor- 
rowers to somebody else against maintaining the financial sound- 
ness of their institution. 

We in the Farm Credit Administration, sitting as a regulator in- 
terested in being sure that the system is safe and sound, have put a 
great deal of emphasis on the system's need to show adequate earn- 
ings in order to maintain investor confidence and be able to sell" 
securities at the lowest possible rate because, after all, the interest* 
cost of securities is the single biggest factor in the cost of loans to 
farmers. 

Congress established the Farm Credit System to provide some 
continuing mechanism to meet the needs of farmers and related 
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groups and their cooperatives. And as we sit in the regulatory slot, 
we think that we have to balance the interest of protecting inves- 
tors, protecting current borrowers, and protecting the survival of a 
8V ste m for those borrowers who are going to be th*»re in the future 
Thank you, Mr. Chairman. That concludes what I had to say 
[The prepared statement of Mr. Irwin, together with the attach- 
ments referred to, follows:] 
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Prepared Statement op George D. Irwin 
Mr* Chsirman , my name It George Irwin. I n ta Associate Deputy Governor 
end Chief Economic t of the Fern Credit Adainie tret ion* X' aa pleeeed to 
have thie opportunity to appear before the Joint Economic Committee to 
diecuee severs 1 aspect e of rural finance* On May 2-3, I presented a paper 
at a Conference on Bank Structure and Competition sponsored by the Federal 
Reserve Bank of Chicago, which specifically addresses almost all the topics 
on this committee's agenda today* I would like to submit a copy of that 
paper ss psrt of ay teetlaony and concentrate cy comments this aorning on 
three key points: 



Need to Stabilise Assnt Values 

Financial Performance of the Fsra Credit Systea 

Interest Kates Charged FCS Borrowers 

Heed to Stabilise Asset Valuea 

There is s significant threst of disorder in agricultural real estate 
markets in a number of areas* A terporsry glut in lsnd offered for ssle 
could drive prices far below an equilibrium position* The flnsncial 
survivability of farmers and, therefore, financial ins v itut ions , .which are 
otherwise viable for the long run, would be significantly imperiled* 
Moreover, land valuea affect the balance sheets of all farming operations > 
and actions of overextended farmers who must liquidate all or part of their 
lend holdings can create a whirlpool, sucking down others on the periphery 
of viability. 
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In addition, the reduction in land value haa made it far more difficult for 
agricultural creditora to atay with borrowers. They often have to take 
over and resell land when borrowera are unable to repay their loans, and 
their own financial reaourcea become imperiled. The availability of 
agricultural credit is directly affected, because collateral aecurity oi 
agricultural land becomes a more critical factor in situations where 
caah-flow8 are weak. 

While private interests of both farmers and lender* are affected directly, 
public policy interests are affected as well. Events now in progress 
threaten to increase the extent of structural adjustments in agriculture, 
reducing the number of farmers and doing extensive harm to th* credit 
delivery system. We believe that Congress needs to consider messures that 
would cushion the diop in land prices, especially in areas of the country 
where large amounts of farm land rre on the market or are likely to come 
onto the market, and where there is the threat of a collapse of land 
prices. The objective is not to prop land prices above realistic long-run 
levels, but to prevent chaos should they substantially drop below 
economically justifiable levels. 

Federal involvement to cushion land pricea could be achieved through a low 
net cost program of temporarily holding land off the market to permit 
prices to stabilize. One approach that has been prcpoaed by The Farm 
Credit Council, a trade association representing the interests of the banks 
and associations that constitute the Farm Credit Syaten, calls for 
establishing an Agricultural Conservation Corporation. . The corporation 
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would be a joint, public-private mechanism to purchase loan* that 
commercial lenders would otherwise be for cad to liquidate, thus possibly 
glutting asset sarkets (land and othar agricultural assets) and further 
depressing their prices* The Fans Credit Administration has not endorsed 
this or. any specific plan, but we agree with the underlying objectives of 
The Fare Credit Council proposal • 

Financial Performance of the Fare Credit System 

Syatem institutions are experiencing historically unprecedented loss levels 
and are hevlng to develop toolc for absorbing the losses while attempting 
to manage and control the financial crisis* The 37 System banks have 
undertaken efforts to assist two Federal Intermediate credit banks that 
need an infusion of additional funding In order to continue to operate* 

The Farm Credit Administration continues to believe that the banks and 
associations that constitute the Farm Credit System have the financial 
capacity to assist individual Syatem banka that are experiencing serious 
financial difficulties If prompt actions are taken to bring System reserves 
together to bear on the problem and if no major new economic adversities 
strike* Major structural adjustments will be required as Farm Credit 
System institutions seek to do so* 

The Fsrm Credit System encompasses 12 Federal land banks, 12 Federal 
intermediate credit banks, and 13 banka for cooperatives, as well as 
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430 Federal land bank aeaodetions and 370 production credit association ♦ 
Each institution ie e private corporation, cooperatively owned by ite 
■amber-borrowere. There ie no central loae reserve, no central capital, 
and the framework of Joint activity that axiate in law ie very limited. 
Bowever, the 37 banka ieeue Systesvide eecuritiee 5 and the lew provicee 
that ell the banke suet etend behind each security Issued* 

Hew devicee ere being developed to eddreee the problem, the FCS ie feeing 
e period of inatitutionel innotetion ea it eetks to accoaeodete ita struc- 
ture to deal with the financiel atreeeee tl^t make ite member inetitution 
interdependent. Ultimately, it nay be deeireble to eddreee the legal 
atructure of the Fern Credit Syatea, including the toole to appropriately 
ahere loeees, eccountebility of separate banka to the Syeten ea a whole, 
end the generel structure of banka end eeeociet;o£e« Chenge nuat conaider 
the desire to maintain graeeroots control of Syetem inatitutione and to 
inaulate institutionr that ere financially etrong from heving to cerry the 
burden of weaker institutions* 



Interest gates Cherged Borrower-Henbere 

There is an inherent dilemma that lending institutions face when they try 
to stay with financially stressed borrowers. It is the cost imposed on. 
other healthy borrowers. The dilemma is that keeping inrereet rates as low 
as possible to aid stressed borrowers may produce financial weakness in the 
lending institution, which will result in significantly higher interest 
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rates in the future. "Forbearance- hat been the policy of the Federal Far* 
Credit Board, encouraging System lenders to go as far as possible where 
there is a reasonable likelihood that a farmer can' work his way out- of 
trouble and return to a fiscally sound agricultural operation* However, 
forbearance has its limits. The Federal Farm Credit Board members, who are 
appointed by the President to set policy for the Farm Credit 
Administration, have stated that there is a 

need to balance the interests of troubled borrowers, sound 
borrowers, and investors in. System securitiec, in< light of • 
its statutory mission to provide a reliable continuing credit 
source. . . * 



Staying with borrowers has meant that the System has experienced increased 
losses, and these losses are translated into higher Interest rates for the 
stronger borrowers* The Farm Credit Administration is now hearing from a 
number of land bank borrowers who are complaining about increases In 
interest rates of Federal land banks (FLBs). We have also heard from PCA 
borrowers in districts where financial assistance programs hrre been 
triggered. In some cases, the result has been to drive interest rateu 
above those charged by commercial banks, the loss of some good customers, 
and further increases on the burden of performing farm loans in carrying 
nonperforming assets. A parallel problem is the retirement of capital 
stock, which has the direct effect of weakening the association's capital 
position and which has triggered the recent action by the Omaha Farm Credit 
District by eliminating automatic stock redemption. It is helpful to 
review how the System sets interest rates and why they are being forced to 
raise those rates. 
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FLBs and PCAs are private, cooperatively owned financial institutions. 
Although federally chartered under the Parn Credit Act of 1971, as amended 
(the Act), they do not lend or receive any Federal funds or guarantees* 
Rather, they obtain their funds through the sale of securities in the 
Nation's financial markets* The rates charged reflect the cost of 
borrowing through the financial markets and operating expenees, including 
periodic additions to reserves for loan losses* 

the recent announcements of higher rates are occurring at a time when 
market rates for new security sales are generally declining* This anomaly 
is caused by the costs of carrying nonperf orming loans of borrowers 
experiencing financial difficulty and losses incurred on some of those 
loans • 

In order to keep System institutions financially stable it is necessary to 
maintain loss reserves by contributions from gross Income* In order to 
preserve investor confidence, it is necessary for FLBs to price loans at a 
level that will result in at least maintaining net earnings* The System's 
Finance Committee, which is responsible for pricing the System's 
securities, has set a 0*75-percent return on investment as a minimum 
reasonable return by banks in order to sustain investor confidence* This 
has been very difficult to achieve because of the strong desire of 
stockholders to minimize current rates* 

It is important to emphasize that the increase In interest rates, in 
reflecting the cost of loan losses, demonstrates that it is the sound 
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f truer who is being asked to carry the burden when other farmers are unable 
to repay their loans* System efforts to stay with farmers who are experi- 
encing financial difficulties hss its direct coats in lower returns on 
investments, the need for larger loss reserves, and ultimately for higher 
Interest rates to sll borrowers* 

The Interest rate charged by lending institutions la ultimately a business 
judgment that must weigh the dangers of losing borrowers to lenders 
charging lover interest rstes sgalnst the financial soundness of the insti- 
tution. The Farm Credit Administration, as s regulstor responsible for 
ensuring thst System institutions sre operated on a aafe and aound basis, 
has emphasised the System's need to show sdequate earnings in order to 
maintain Investor confidence and sell securities at the loweat poaalble 
rstes. 

Congress established the Farm Credit System to meet the credit needs of 
farmers, ranchers, producers and harvesters of aquatic products, snd 
agricultural cooperatives* The Farm Credit Administration, as an 
independent Federal agency regulating, supervising, and examining the 
institutions of that System, is Interested in projecting Investors in 
System securities, in protecting the member-borrowers of the System, snd st 
the ssme time ensuring that the Farm Credit System has the capacity to 
provide the necessary credit needs of the agricultural community* 
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Suaairy of Comments on . 
The Role of the tm Credit Syitti 

George D» Irwin * 
Aeaociate Deputy Governor end Chief Economlat 
Fen Credit Admlnit tret ion 

Congreee hee provided for e numbtr of federelly chertered f inenclel ^ 
corporetione while reserving to the ttttes th* reeponeibility for charter- 
ing eoet other typee of corporate butlneeeee (ee well es a duel role in 
chartering iom kinds of financial iaet i tut ione). The cooperet.lve Fern 
Credit Syeten (FCS), along with national banks, federal tarings and loans, 
and federel credit unions ere^ important exasjpieeV^^ch was .^created :' to, 

achieve eoae unique national purpose, and each wee provided certain charter r ?£& 

charsct eristics to enable it to succeed in that purpose. The Fan Credit . *C 

Act specifies the purpoee of "farmer- and ranch tr-borrowers' participation J >* 

in the management . ..of a permanent; systen of. credit, for agriculture which * '.f 

will be reeponeive to the credit needa of all types of agricultural* A 
producere having e baaie for credit* > ; 

' • " * " ' ™ * :r; 

Hajor changee in f inenclel structure end in the . agricultural sector ere 
necessitating edjuatmenta in the FCS. Mergers, joint managements, aaele- 
tance for etreeaed institutions, attention to capital and earnings, and 
structurea for Joint action are being considered. These constitute enother 
major atep in the evolution toward a full private national business. Such % 
fundtmentel issues are being confronted at ^ the sent time aa extraordinary 
ef forte ere required to manege ehort-tarw financial stress. , " ; 

The Farm Credit Adminittrttion, at the Federal regulator of the Ferm Credit ? 
System, has the overriding objective of eneurlng that a viable FCS 
continuee to exist to serve the borrowere who will survWe the current 
agricultural and f inenclel eector changee. 



Presented to Conference on Benk Structure end Competition eponeored by 
the Federal Reserve Benk of Chicego, May 2-3, 1985. 




800 



Prepared for Session on 
"Rural and Agricultural Banking t Issues and Anawere" 
at 21at Conference on Bank Structure and Competition 
Federsl lesurve Bank of Chicago May 2-3, 1985 

The Bole of the Farm Credit System 
George D. Irwin* 



Introduction 

For the second time In the 20th century, the U*S* farming sector. la under- 
going a profound transformation under atrefs conditions* We have seen 
financial' excesses develop ss a result of three fee tore: 

- The erroneous expectation that the environment in the 1970* mould . 
continue: ateadlly expanding world demand, constraint a on supply 
expansion, and generally rieing agricultural prices. w v * 

- The use of agricultural land both as a a tore of value against inflation** 
and aa a apeculatlve Inveatment la the 1970s, with these expected + 
Income streams capitalised to the future by some farmers* A 

- The subsequent, successful * some wh at unanticipated/*;, ant Inflation 
atrategy relying almost totally on atroog monetary restraint with 
continued flacal stimulus* This produced continued high real Interest 
rstes, s high exchange value cf the dollar , and extreme stress on the 
export aectora (Including agriculture), which are bearing the brunt of 
the adjustment*. 

The reault la that the optimal degree of financial leverage by farmers for 
the 1990s Is reduced drssticslly. Many find extreme difficulty In adjuat- 
Ing to the new norm, and aome find It impossible* 

The cooper stive Farm Credit Syatem, composed of financial Inatltutlona 
lending exclusively to the farm aector, and Itaelf conservatively leveraged 
aa a financial organisation but high by atendarda of other aectora, flnda 
theae pressures Impsct lamedlstely and directly on Its loan portfolio and 
Its operstlons* My purpose todsy Is to describe something of the current 
ststus of the portfolio, some of the problems, and aome of the atructural 
adjustments that are underway* But first I meed to provide a bit of back- 
ground. 

FCA and the Farm Credit Syatem 

The Farm Credit Adalnlatratlon la the Federal regulatory agency responsible 
for the Fern Credit System* FCA Is Independent, like the Federsl Home Loan 
Bank Board or FDIC, In the aenae that It reporta to a prealdentlally 
appointed Board (called the Federal Farm Credit Board)* and la not part of 
a cabinet agency* 



*Aaaociate Deputy Governor and Chief Economlat, Farm Credit Adalnlatratlon 
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Tht Pern Credit Syataa ia-coepcaed of 37 banks and about 800 local 
aeeociatioua that land and provide related financial ssrvlcee to farmers, 
* ****** cooperstivee, and cloeely related groups; Tha System la heavily 
involved in landing to firmer cooperatives, while coaamrcisl beefcs ere 
involved to a lesser extent* Tha Syataa la alio involve*; heavily in fain 
mortgsgs landing, where it baa a tri^f arManrt rna>irad r rn casamrclal 
banka, and in landing to f amort for ahortor taw? Jw aoao aV nl^raitha two 
kinds of institutions compete directly. Xa the Utter; the production 
credit association* hava sbowt half the loen~ volume nf sit rnomai i tsl 
banks, or loss than onc-f if th of abort-tar* borrowings of' fame re. In tha 
fera nortgagt erne, Federal land banks providV arowj* ^ 
volume, Just slightly mora than individual aollar f liian^ and anbstan- 
tislly aorn than insurance companies or casamrclal baaka • tha banka for 
cooperativee provids over 60 percent of tha debt foods need byJJ.S. farmer 
cooperativee. Production cre41t eeaoclatloae obtain their funds by, borrow- 
ing fron tha Padaral intermedlete cradit banka, while ^Pederel land bank 
associations service loans made by tha Padaral land 'banka.*; I ~ > *- 

Capital la provided through retained earnings and through the requires** t 
that borrowers own stock in tha eesocistious fron which they borrow^ The 
Syataa raiaaa most of ita funds by sailing sacuritiss in tha ao-caiied ; 
agancy market. Thay hava no direct or indirect Padaral guarantee, but tha 
Systsn has a Padaral chart tr to achieve a public purpbaa — providing 
adaquata cradit to all segments of conmsrcial agricultural This fact, 
combined with tha System's financial status, baa traditionally caussd 
invaatora to ragard PCS securities aa second in quality only to U.S. 
Trsssury sscuritiss. Tha aacuritiaa of tha System arc' the joint and 
st^ersl liability of all 37 banka, while tha capital la" actually dispersed 
among the 37 banks and 602 associations, 

Currant Statue and tecent Performance 

Agricultural strsss ovsr the past 5 yaara has crested profound impacts on 
this System, which is forcing some raevaluationa of tha way it doaa buei- ' 
aeee. Systemwlde- loan losses in 198* reached $428 million, after accumu- 
lating $261 million in 1983. In tha ease period, commercial beaks euffsrsd 
agricultural loan loaaaa of about $900 slHion, or 2 : per coat of outs tend- 
inis. Theae laat 2 yesrs hava accounted for c Isrge 'shsrs of total losses 
in the 67 yearc of operation. Eleven PCAs have bean liquidated in ths past 
2 yeara, and over 50 ware merged for varloue reaeone. <For compariabn, 
during 1984, 49 commercial banka involved in agriculture were liquidated. 
Ons of ths 37 bsnks haa received financial aeeietance from tha others and 
more may be anticipated this year. At yeereud, about $1.6 oiUiooVof the 
$80*6 billion in loans outstanding was not accruing interest, and "soother 
$5*1 billion waa otherwiae nonperformlng* Son* $542 million in acquired 
property wee being held. 7 



A net of $80.6 billion ie loaned to termers end farmer cooperetly.ee, 
while en eddltlonsl $16.3 billion sre intrasyetem P1CB loans to PCAs, 
which then loen to feruers. Of ths letter, $0.3 billion wss nousccrusl 
snd $2.2 billion wss nonperformlng st yssrsnd* 
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Despite thttt facts, which obviously cmti concern, there are overriding 
financial etrengths. Theee demonstrate that tha Syetem ehould ba able to 
eurvive, adjuet, and prosper, barring unforeseen major additional problema 
for tha africultural aactor and aeeualng af f active financial actions, by. tha? * " 
Syetea. Tha 37 banka vara abla to generate 1442 million infant aamUga In- - 
1984, after provision for loseee. Tha PCAa ehowed a not leaa of $10.3*. 
Million whlla tha FLBAe had a nat Income of $47.* aiUioQ. t Collectively , .'f 
FCS institutions carried an allowance { f or loeeee of $1*3 billion at, , 
yearend. Tha 37 banka had $9.2 billion, in capital eecounte agalnat $72 ' 
billion in aacuritlaa outetanding . Of ^thla bank capital f $4,1 billion \ ' 
rapraaanta aarnad surplus. In addition, PCAa have $3*9 billion of capital, \ 
of which $2.0 billion la aarnad nat worth. . * r*v 



4. The Cross-Payaent Phenomenon. In tha beginning yeara of an economic 
edvereity, borrowera may make payment • to tha short-term lender by 
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Problems and Svmptoma 

It ahould be clear from thla background that tha Farm Credit Syetanf 
raflecta the problema in the farm aactor* , It ahould alao be clear thet,the 
immediate Syatam problema relate «, to .managing thaaa dif f icultiee^ and > 
correcting any credit practices vhich^ may have contributed, to them, rather 
than overall, fundamental financial aoundneee. Hevertheleaa, they are very 
real problema and are likely to foment eoma major adjuatnente. Let s* liat 
eight of theae concern*. »< 

!• Concentration of Problem Loan Accounts . Agricultural loan atreaa tende 
to be concentrated In thoae araaa experiencing the great est,, gain in 
asset values during the demand boom of tha 1970s and in areas experi- 
encing several successive yeara of advaree weather conditions. ^Natu- 
rally, thla mesne FCS Institutions In those araaa are weakened and eoma , 
have failed. Problema to date have alao concentrated in the FICB/PCA 
part of the FCS, but 1984 aaw some weaknaaa on the FLB elde for the 
first time. 

2. Vlsblllty of Association^ . Lenders, who themselves* sre highly, 
leveraged, learn quickly that financial adversity . develops with only a* 
aodeat buildup of nonperformlng loan aeeete. The first alternative la 
to eat into earnlnga and rest rvae built up for thla purpoee, but It 
soon becomes neceeaary for nonperformlng loans to be carried via higher • ,s 
interest ratea on the performing part of the loan portfolios* With 
competitive limits Imposed by a rather liquid commercial banking 
aector, PCAa lose their ability to'perforn. 

T 

3. Potential Borrower Flight. Tha paaa through of coete, of nonperformlng 
loana leada to noncompetitive pricing and lose of quality customere.^ 

In addition, borrowera may leave for a, .sscond raaaon, one .that haa • ^ 
never before been teated the rlak of loss of their equity investment 
in association atock ahould the association fall* The ability of 
borrowers to "withdraw* 4 capital by refinancing elsewhere leada to the 
view of atock capital as secondary to retained earnlnga. 
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refinencing egeinet mortgage eecurity. Or, tht mortgage , lender's 
peyaente may bt included in tht operating Una of crtdit. Both f actora 
keep loene in performing atetue and delay rtcognitiou of or reaponee to 
financial problem*. When tht capacity to make further eroet-paymente 
runa out, the financial statistics begin to deteriorate rapidly^ Data 
are not yet available for the firat Smarter of .1985 to eaaeet luat how 
widespread thia phenomenon may be. . 

5. Syetoa Liquidity. The underlying liquidity of the FCS haa bean ita 
high financial rating, combined With agency atatua in financial 
aerkate, which enables it to laaue aecurltiea whenever funda are needed 
to aupport loan volume. In diract forma, , on December 31, 19*4, the, 37 
Perm Credit btnka held $238 million in ceeb, $3.2 billion in inveet- 
aent aecurltiea, and $1.2 billion in linee of credit J or liquidity 
purpotet. A pending queation la whether the riak of advert e rumora haa 
grown to the point where the System needs to incur the coat of addi- 
tional liquidity. 4 * 

*• Variable L ending Kate. Since 1972, moat lending haa been dona on, a 
variable intereat rate, tied to average coat of funda to etch bank. 
Retes tend to lag movea by commercial bank*ra, on both up and down 
eyelet, Thit results in cyclic ahifta in market aharea. The unprece- 
dented riae in the level of Intereat rataa haa increaeed cue toner 
intereat in the rate riae cape, fixed rate program!, or other options. 
Recently, changea in intereat apreada to \ompenaate f or nonperforming 
lotnt aaaeta haa ralaed tome of the tame queatione. 

7 * Sya tem Earnlnga va. Relief to Borrower*. In a borrower-owned System, 
each downward wove in money coata will inevitably produce .expect at lone 
of a drop in the billing rate. The expectation la redoubled when 
borrowere are under financial atr'eaa, at la the esse currently.' Bow- 
ever, average-coat pricing products only a partial reflection of change? 
in new money coat into hank funding coata. At the same time, because 
of the tbtence of a Federal guarantee, inveatore mutt be reaeeured that 
Syatea eaminga, after provlalon for loaett, ere a table,, reliable,' and. 
preferebly growing. The proper balance between the long-term ietue of " 
ecceee to investors' funda and the immediate laaue 'of 'borrower e trees 
ia a atjor management problem. It le difficult to achieve and enforce 
a Syateawide eerninge policy baaed on concerue and cooperation of local 
aanageaente • 

8 - Capital Mo bility and Quality va. Decentralisation. With many aeparate 
poole of capital, but with joint bank liability to protect Syttemwide 
aecuritlee, conflict develops in trying to provide aeeietance to a- 
diatreeeed financial inetitution. Although capital pretervetion and 
loae ehtrlng tgreementa axiat, they are not alwaye effective ensuring 
continued vlebility of an inetitution. nearly half the capital ia in 
the form of borrower etock. The local nature of ownertbip * letdt to 
local reelatance to euch aaeietance. Borrowere have become especially 
ewere that in their effort to eneure locel autonomy in lending, they 
leek riek control on the other lendera with which' they are jointly 
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liebla. Thie ctpittl it *lto Imi permanent from an, investor view- 
point, because loan repayment ueually results in retirement of tha 
stock. 

Thut tha problem it alto one of tha optimal degree of cantraliaation 
versus decentralisation, that a problems have resulted in ,% tlow and 
complex aet of procedures for mobilising System capital resources 
whenever financial difficulties trite. 

External Froee ur ee i 

In addition to the cyclic symptoms created by the transition from tha 
expansionist 1970s no tha mora aober 1980a, longer term aete of forces era 
creating structural change in the Ftrm Credit System, these forces,, aris- 
ing in the economic, sociel, and political changes, ere also altering, two 
groups that are vltel in any FCS planning x 1) the farmer-customers,. which 
tha System will need to serve In tbt decade ahead? and (2) the competitive 
organisations that seek to provide financial services to customers in the 
agricultural finance lnduetrj. Although the traneitione .now underway in 
the System hsve been evolving slowly for e decade or more,- the street of 
the 1980s has hastened the process. Eventually? tha System would have to 
respond in tome manner to a more dereguleted financial service industry* 
Eventually, the System would have to respond to an increasingly blmocal sat 
of customers demanding different kinds of services — part-time vs. large 
commercial farmers. But the timetable has definitely accelerated as a 
reault of current conditions. 

Structural Changes 

Part of the responses to dete have been by adjustment in current programs. 
But much of the ettentlon has been focused on structural solutions. In the 
pest yeer, we have seen significant numbers of aasocletlon mergers. Joint 
management of banks now exists or Is planned in 11 of the 12 districts. A 
number of districts have plens for or ere Involved in joint management of 
short-term end real aetata lending at the association level, the System 
hss developed e centrel orgenisetlon for congressional lobbying, called the 
Perm Credit Council, e joint services corporation called Fermbank Services, 
end e jointly owned Perm Credit Leasing Services Corporation, there has 
been conaldaratlon given to more formal and centralised mechanise* for 
management of capital, liquidity, lending risk, planning, and certain other 
functions. Other changes under conslderetlon would requite changes in the 
law itself, including mergers where only joint manafeiment Is now permitted. 
In recent years, PCA hss taken a more clearly hande-off reguletory posture, 
end legislation hss been proposed to give PCA regulatory powers comparable 
to other financial regulators. 

It is not possible et this point to forecast what will evolve. Our purpose 
in FCA, as s regulator, is to balance the Interests of healthy borrowers, 
troubled borrowers, investors, the general public, end the Farm Credit 
institutions themselves to ensure that the eg sector .corclnues to .hsve e 
reliable end adequate source of financing end financial services for the 
decede eheed. To thet end, PCA has participated In evaluating changes in 
current government programs to assist troubled borrowers and financial 
Institutions, as well as offering counsel about longer term credit policies 
for the agricultural sector. 

While tha structursl problems of the Perm Credit System will always be 
unique from thoae of commercial banking, coparlson with tha discussion in 
some of the other sessions of this conference demon Urates that there la a 
growing degree of commonality. Indeed, they are affected by the same 
forces, and there le certainly eubstanrlal interdependence. I look forward 
to the opportunity to conelder rhm further during the diecueeion period. 
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Senator Abdnob. JThank. you, My. Irwin: A lot of thoughts and 
questions ^ent through my mind as you were speaking, but! want 
to continue through the rest of the participants on bur paiel/ ' 

We re vary pleased to have Mr. Killebrew, who represents the 
American Banker* Associatior on rural Enance. i 

Agrin, Mr/Killebrew, ybii* entire statement will be made a wart 
of the record and you; too, can summarize or phraed any way;thit 
you care to. r 

STATEMENT OF RANDALL A KILLEBREW, PRESIDENT, FIRST NA- 
TIONAL BANK OF PETERSBURG, IL, ON BEHALF OF THE AMER- 
ICAN BANKERS' ASSOCIATION '* ? , . . 

Mr. Killsbriw. Thank you, sfevMr; <3hairmah; membemWthe 
committee, I'm Randall A. Killebrawi-spreeident of the First Natiori* 
al Bank in Petersburg, IL, and chairman of the AmeHcan-Bankers. 
Association s Community 'Bankers Council, « ' >i vac. . , . . : 4 * 

The combined assets of bur meinberst comprise approximately 95 
percent of the industry total. Our members .range^from f ti# small- 
est banks to the largest banks. Close to 86fpercent of ourimemberi 
ship have assets of less than $100 million. I welcome tbeopportuni- 
ty to present ABAs view on rural finance. ••. 

The incorporated town of Petersburg, which is in west central Il- 
linois, north of Springfield, contsrts oWOO peopleV*Ana^mr Home 
county of Menard includes about lO.OOO.' Petersburg has one'brancK 
of an ou^f-town savings and loan and serves as home for twoinde- 
pendent banks. The First National Bank of Petersburg is a $48 mil- 
lion bank and approximately 36 percent of our loan portfolio tfjfi. 
direct farm production loans. 4 J y ••>,"' - • 

My hometown and county are in better shape economically than 
many of theitroubled communities of the Midwest and ISSeVpre- 
dommantly agricultural areas, partly because^of the better- than 
average production. Good productivity in the past 'hap SSsei our 
local farmers overcome some of the difficulty over tHe ,! last few 
years. ••«>' is *n' .? • 

Agricultural problems have been building for 15 'to 20 years, es- 
peaally when inflatioh was high and interest rates were ibw, 
which led to the strategy of borrow and buy. TT,e dollar was valued 
at a low level relative to other currencies, contributing'Ho export* 
expansion and good market Land was the asset to own and more 
and more land was brought into production ar cashflow .needs 
arose. These artificially prosperous" times are 'aiialdgous to the 
Jiternational lending rendition 'to the extent that excessiVe'lending. 
was done based, on prosperous economies and unsustainable low-in- 
terest rates. In addition, the croperative.farm f system; 'throuA the 
Production Credit Association and the Federal land banks, became 
aggressive lenders, basing its performance on volumes of loans out- 
standing. 5 • t< ■ 

In the late 1970's, the economic rules changed. Fu-sVthere was a 
gram embargo hampering the ILS. reputation as a reliable supplier 
of agricultural commodities to the rest of the world. SecohW&ere 
was a basic change in the Federal Reserve? policy resulting m limit- 
ed monetary growth and more volatile interest rates. Consequently, 
there was a group of less efficient and/or overleveragec'! .armors 
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whose operation worked well with high inflation and low-interest 
rates, but who could not withstand deflation, declining land values, 
continued high input cost, and historically high real interest rates. 

A second; but stall significant result of the depressed level of eco- 
nomic activity hi small-town businees in agricultural areas. In 
many ways, small business owners have less staying power than 
farmers because they have less capital and solving problems 
can be very difficult 

In summary, it can be said that the past abrupt changes in mon- 
etary policy and, to u greater extent, lmeponsible finandal policy 
that had a much greater impact on agriculture than any farm 
policy during that tune* This is true when you consider the impact 
of agriculture of the rapid changes from inflation to deflation, neg- 
ative real interest rates to historical high interest rates, overpro- 
duction based on record exports, and a low-valued dollar to curtail- 
ment of exports and a high-valued dollar ♦ '^ I ' V ^ ' 

U.S. economy is in the midst of a strong recovery from a deep 
recession. Overall, the near-term outlook for the economy is post? 
tive; but 'there are significant concerns about the longer term out: 
look related to our fiscal crisis.. ; ~ 

Our association believes that urgent action-needs to be needed 
now to restrain the growth of Federal spending and borrowing;, We 
believe the priority goal of the economic policy should be the 
achievement of long-term stability. Long-term stability would mean 
less inflation, lower interest rates, lower unemployment, and more 
steady, long term real growth and the stabilization* and "eventual? 
decline in the ratio of Federal debt to GNP. Long-term stability can 
best be achieved by restraining the growth of Federal spewing, 
thereby allowing more private sector savings,' investment, and job 
creation. We believe the ongoing Senate and House conference to 
resolve the difference between the budget resolution passed by each 
Chamber last month *vill produce important spending reductions. 

Mr. Partee and Mr. Irwin, in their statements, outlined very well 
the problems of agri culture and I will slop over that And also, Mr. 
Partee, in his remarks, outlined very effectively the state of agri- 
culture banks at -jus time. % / >* - 

In attempting «> suggest methods of easing 'the impact of the cur; 
rent agriculture problems on hanks with high percentage, of agri- 
culture loan^ our association has over the past 3 years conducted 
regular meeongs with the chief supervisory personnel of the Feder- 
al banking agencies. The focus of these meetings has been .on the 
need for understanding on the part of bank examiners when exam- 
ining agriculture banks and agricultural borrowers. Although our 
association would not suggest, and could not support, any jgeneral- 
ized moratorium on bant closings, we do believe that given time, 
mauy banks will be able to manage their way out of the current 
difficulties. Meanwhile, we think that there are a few. areas in 
7/hich improvement can be made. ,> Vy 

The operation of the Farmers Home Administration . must be ex- 
amined in relation to the whole structure of the countryfs financial 
institutions and the credit needs of the agricultural sector of the ^ 
economy. During consideration of the 1985 farm bill, the ABA rec- 
ommends that the credit programs administered by frs rarmers 
Home Administration be restructured Our association believes 
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that further deregulation in the banking industry should be benefi- 
cial to rural banks and rural economies. 1 
« Sp^^Uy* we support the expansion of the list of permissible 
bank-holding company activities and congressional authorization 
for geographic expansion within the spirits of stater rights. 

Also, we believe that the proposed . changes must be tied to the 
elimination of the nonbank-bank loophole; < k ; >: -s * ■ 

All of us. as consumersihavetbeei sriisitired byAinflation, which 
has forced us to seek the maximum possible return oh our 'deposits 
and the need to obtain in a convenient way a very wide variety* of 
financial products and services- The problem is outmoded lawsfand 
recitations essentially limit banks to three lines of business— 
taking deposits, makingjtoans, and operating the pajraentfsystein 

While banks remain bound by these limitations, other<oiganiza- 
tions— Searsj. Prudential. American Express,, and the spores of 
others— are pioneering the .financial' service and service packages 
that consumers require. This is competition .today, but it is notfoir 
or free. m \ 

Direct mail and brokerage firms hit tfie P&ersburg area very 
heavily. The daily paper from Springfield carries 'ads from siSh 
firms, as well as the Springfield thrifts. f 

Right n<*rmy bank, thcro are both production Credit assocto- 
tions and Federal land bank offices. Local automotive and equip- 
ment dealers offer manufacturer financing and I mentioned earlier 
I have a thrift and another bank as 4 (competitors in my community. 

We believe bank holding companies should Be all owed new lines* 
of business— in the field of securities: the offering of mutual fiinds, 
the underwriting and dealing, in muriidi^ ; revenues bond* mort- 
gage-backed securities, and commercial paper in the field of Insur- 
ance: undenvriting and brokerage; in the field of real estate: equity 
investments, joint venture, and development and brokerage: 

Dex^gulation, as advocated by the ABA, would diversify banking 
not only in terms of products and services offered,,but in terms of 
geographic location. Diversification would spread risk, generate 
new sources of earnings and over the long term strengthen the cap- 
ital base. All three are necessary. 1 * 

Spreading risk means operating in more than one or a few lines 
of business. When this happens, earnings in one area can cushion 
the impact of the downturns in other areas, including agriculture. 
Spreading risk further by operating in more than one limited geo- 
graphic area strengthens the equation even more— when one local 
economy suffers a setback, earnings derived from other operations 
in the communities allow the business process to continue unim- 
peded »' 

New sources of earnings also help to balance the net interest 
margin squeeze that has been created by deposit interest rate de- 
regulation, again stregthening safety and soundness. 

The ultimate importance of "earnings— over and above paying 
shareholders a return sufficient to assure future access to new cap- 
ital— is that earnings can be applied to capital and set aside in re- 
serve accounts, which is the fin* line of defense of the industry's 
safety and soundness. ^ 

The ABA also believes that consumers would benefit from the ex- 
pansion of banking products and services and geographic expan- 
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sion. These benefits fall in three areas. First, the consumer would 
receive direct, tangible benefits in the form of lower prices for fi- 
nancial services— price reductions driven by increased competition. 
Second, consumers would benefit by having more and better finan- 
cial services and products available to them. Third, deregulation 
would allow banks to put t ,*chndlogy to work for consumers, provid- 
ing a wide range and high quality of services. • 

But laws and regulations arrblockingthe road to progress. 

The American Bankers Association supports the goal of reducing 
Government's role in agriciuoire. Nevertheless,- with today's fragile 
agricultural economy, any rapid and mqjor shift to market orienta- 
tion, or significant decline in price and loan support levels would 
be disastrous, especially in the central grain-producing States. 

Fanners, agricultural suppliers, and creditors must be given time 
to adjust to the current environment of deflation of assets, high 
real interest rates, and the overpriced dollar. i TV ^ 

We believe our proposed changes would help, but 'the best ymy to 
achieve a sound farm economy oyer the long term ia through lower 
interest rates and a more realistic international exchange rate. We 
believe the overvalued dollar, which appreciated by almost 15 per- 
cent last year, and high real interest rates,, precipitated by run- 
away spending by the Federal, Government, are the primary prob- 
lems. 

Some agricultural issues will be addressed in the 1985 farm bill 
But the most important issues remain vrth the overall congression- 
al budget, authorization, and appropriation now underway. We be- 
lieve that a consistently sound, monetary policy combined with an 
effective policy for controlling the Federal deficit are necessary to 
strengthen the agricultural sector. 

Thank you for this opportunity to testify before you today. 

[The prepared statement of Mr. Killebrew follows:] 
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Pupajued Stattmtnt or Randall A. Knxxnxw 

Ar. Chairman and members of the committee, I aa Randall A* Killebrev, 
President of First Mtional Bank in ftttrsburg, Illinois, and Owitman of tht 
American Benktra Association's Oaaamjnity Bankers (buncil. The combined assets of 
our members comprise approximately 95 psrcsnt of ths industry total* Our members 
range from ths sssllsst to ths largest banks, and doss to 85 psrcsnt r>f them 
havs asssts of lees than $100 million. I welcome ths opportunity to peasant 
' ABA's views on rural finance. 

T!w incorporated town of Pttersburg, which is, in wast csntral Illinois north 
of Springfield, consists of lass than 3,000 people, and ay boss county, 
includas about 10.000. Petersburg has one branch of an out-of-town savings and 
loan and serves as boas for two indeptndent banks. Pirst Mtional sank has $43 
million in sssets, and approximately 35 percent of its loan portfolio in direct 
fam production Xoans. 

f*/ home town and county are in berter shape economically than many of the 
troubled communities of the Midwest and other predominately agricultural areas, 
pertly because oi betUr-than-everage production. Cbod productivity in the past 
has helped local farmers overcome the difficulties of the last few years. 

The parforaance of the farm economy impacts mors banks than many people 
realise. There are some 5,000 to 7»?¥> out of the 14,500+ commercial banks that 
Qualify as agricultural banks. The agrxcjltu: tl economy contributes over one- 
fifth of the U.S. OfP considering both the direct «nd indirect impact of the 
industry. In many communities, the farm (toiler is ths first doll/ir of incoae to 
begin through tht economic cycle which multiplies the income several times over. 
Agriculture is a significant creator of new real wealth year airer year and it is 
a major contributor to our national balance of trade. 

It is not unusual to hear about farm problems, in most cases, these 
problems are corrected by' normal economic cycles in the farm economy which cause 
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the industry to rebound and recover. Itowever, this time we have some structural 
changes occurring within the agricultural industry that normal economic cycles 
will not correct without massive social and economic dislocation. These 

problems threaten the existence of a significant percentage of farms and an 

** *- »j *. 

unknown, but growing nueber of agricultural-related banks.. 

v - ' u*' v%. , »», 

Background > ~ „. 

Agricultural problems have been building for 15 - 20 years, especially when 
inflation was high and interest rates ware low which led to a strategy of "borrow 
and buy." The dollar was valued at a low level relative to other currencies, < 
contributing to export expansion and good markets. land was the asset to own and" 
more and more- land was brought- into production as cash flow needs arose. These 
artxricially prosperous times were analogous bo international lending conditions 
to the extent that excessive lending was done based on prosperous economies and 

* 

unsustainable low interest rates, m addition, the Cooperative Farm Credit 

V 

System, through its Production Credit Associations and Federal Land Banks, became 
a very aggressive lender, basing its performance on volume of loans outstanding. 

Mien the strategy of "borrow and buy" got individuals into financial j 
difficulty, further inflation, price support programs by the federal Government, „ 
or Farmers Home Acministration credit was there to save the day. In fact, up* to 
1960, few farmers failed because there ware so many safety nets in place. 

In the late 1970's, the economic rules changed. First, there was a grain 
embargo, hampering the united States' reputation as a reliable supplier of 
agricultural commodities to the rest of the world. Second; there was a basic 
change in Baderal Reserve policy resulting in limits monetary growth and more 
volatile interest rates. (bnsquently, there was a group of less efficient and/or 
overleveraged farmers whose operations worked well witii high inflation and low 
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real interest rates, but who could not withstand deflation, declining land 
values, continued high input' costs, and historically high real interest rates. 

A second, but still significant result is the depressed level of econcnic 
activity in small town businesses in agricultural areas, m some ways, snail 
business owners have less staying power than gamers because thty nay have less 
capital, and solving their problems can be tougher. R>r example, while a farmer 
nay be able to cone back from a difficult period by planting a snail amount more, 
it is hard for a banker to acViae a merchant to increase sales. 

m summary, it can be said that past abrupt changes in monetary policy, and 
to a much greater extent, irresponsible fiscal policy, have had a much greater 
impact on agriculture than any farm policy during that time. This is 1 true when 
you consider the impact on agriculture of the rapid changes from inflation 'to 
deflation, negative real interest rates to historically high real interest rates, 
overproduction based on record exports (a low valued dollar) to a curtailment, of 
exports (high valued dollar) . 

The O.S. economy is in the nidst of a strong 4 recovery from a deep recession. 
(Verall, the near-term outlook for the economy is positive. But there are 
significant concerns about the longer tern outlook related to our fiscal crisis. 

Oar Association believes urgent action is needed now to restrain, the growth, 
of federal spending and borrowing. We believe the priority goal of economic 
policy should be the achievement of long-term stability, long-term stability, 
would mean less inflation, lower interest rates, lower unemployment, and /.ore 
steady long-term real growth and a stabilisation and eventual decline in the 
ratio of federal debt to OIP. long-term stability can best be achieved by 
restraining the growth of federal spending, thereby allowing more private sector 
savings, investment, and job creation. He believe the ongoing fouse-Senate ' 
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conference to resolve the differences between the budget resolutions passed by 
each chamber last month will produce important spending reductions. 

The Current Situation in Agriculture 
Let me analyze the current agricultural situation from 4 vantage points: 
farm assets, borrowing capacity, cash flows and agricultural exports. 

Farm Assets 



Because real estate constitutes about 75 percent of total assets, changes in 
the value of farmland dominate all other changes on the asset side of the. balance 
sheet. Farm sector assets have been decreasing since January 1961, and financial 
stress in the agricultural sector is at its greatest level since before World Mir 
II. This point was confirmed by recent figures released by the U.S.D.A. staging 

that fann values declined by an alarming 12 perct.it in 1984, the greatest decline 

/ 

since the Great Depression. R>r example, lend in central Illinois that sold for 
$4,000 an acre in 1981 is difficult to sell at $2,500 per acre today. The 
average reduction in the price of farm land in the Midwest has been 30-40 percent 
during the past three to four years. 

Borrowing capacity 

During the early 1980s, farmers borrowing capacity diminished as a result of 
the declines in farmland values, high interest rates, and low real farm income. 
Ample funds are available to credit-worthy farmers. However, once again, 
farmland values have made it more difficult, if not impossible, for highly 
leveraged farmers to obtain loans. As these farmers find it more difficult to 
finance their activities, they will be forced to liquidate part or all of their 
assets just bo survive. This will inevitably force a re-allocation of assets 
that will continue to erode asset values. 
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Cash Flows 

As the cost/price situation intensifies and the leverage ratio dramatically 
increases, Cam operators are facing wore severe cash flow problems. From my 
perspective, those efficient and productive .farmers Wx> are cast, flowing at 110 
percent are presently my quality borrowers and I will continue to loan them ' 
operating and other' necessary capital without government assistance. u 

Agricultural Btjgorts 

Since I960 and 1981, Mien u;s. agricultural exports peaked in volume and 
value, U.S. agricultural exports as a percent of total U.'S. exports have 
declined, lb put this into context, in 1973, agricultural exports accounted for 
25 percent of total U.S. exports, uhereas in 1983 agricultural exports totaled 
only 18 percent of our total exports. /Several factors, -namely the strength of 
the U.S. dollar, foreign debt burdens and the underlying declines? in incomes of 
developing countries, excellent weather conditions, arid a worldwide recession, 
have contributed to markedly reduced agricultural exports. 

' Current Oandition of Rural Banks - " ***** 
lat me also analyse the current condition of agricultural bunking from 4 
vantage points: del indent loans, loan losses, problem banks and U.S. bank r - 
failures. * » o ■* 

Delinquent loans t 

Data as of December 31, 1984 indicate that agricultural banks, defined as 
those banks with agricultural credits comprising 25 percent or more of total 
loans of the bank and less than $500 million in assets, had a larger ptrcentage 
of their loans delinquent as opposed to other small banks. This was not true 
three years ago prior to the agricultural crisis when loan delinquencies at 
agricultural banks ware lower than at other small banks. 
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Loan Id— es 

The relative loan losses (ntt charge-offs) and provision for possibls loan 
loss** roM at agricultural banks during 1984, reaching lsvsls that significantly 
exceeded loss rates at other small banks. The loan lo—<— perience at 
agricultural banks was 1.22 parcsnt of total loans* Shis figure aye— dad tha 
loan low experience at othar snail banks by more than half a parcsnt. 

Probl— Banks 

lbs nuabar of probl— banks rsportad by tha PDIC hava •increased ovar tha 
last dacada. But tha significant incraa— in tha nuabar of probl— banks has 
occur rad during tht last thr— y—rs, — shorn bslow. 

Humber of Probl— Banks 

• — mi — wjn — Tag — igr — 3351 

252 183 342 369 642 828 

U.S. Bank Failures 

'* 

until recently, agricultural banks — re <inder represented among falling 
banks. R>r example, out of tha 10 bank failures in 1981, only one was an 
agricultural bank. B>— ver, out of tha 79 bank failures that occurred in 1964 , 
32 —re agricultural banks* M show bslow, tha nuabar of bank failures closely 
parallels the rapidly increasing number of probl— banks among agricultural banks 
since 1983. 

Number of "U.S. Bank failures 
frer—ed Five Year Increments, Then Selected Years 

IKIhK 13&£96 1J6T — T5SS — Tgl — I§u[ 

6.6 6.4 6.8 9.8 . 10.0 42.0 48.0 79.0 
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As the mmber of problen and failed banks continues to increase, confidence 
in the ration's banking system is eroded, itot surprisingly, the bulk of todays 
troubled banks have a high percentage of agricultural loans. 

Proposed Changes 
in attempting to suggest aethods of easing the impact of current 
agricultural problem* on banks with a high, percentage of agricultural loans, our 
Association has, for the past three years, conducted regular Meetings with the 
chief supervisory personnel of the federal banking agencies*. , The focus of these * 
Meetings has been on the need for understanding on the part of bank examiners 
when examining agricultural banks and agricultural borrowers. Although "our. 
Association would not suggest and could not support any generalized anratorium on. 
bank closings, we do believe that, given time, cany banks will be able to manage 
their way out of the current difficulties, feanwhile, wa think there are a faw 
areas in which impro*. aunts should be mada. 

Farmers tone Administration 

One operation of the farmers Bane Administration (RaHA) must be examined in 
relation to the whole structure of this country* s financial, .institutions and the 
credit needs of the agricultural sector of the economy. . During consideration of 
the 1985 farm Bill, the ABA re^snends that tfca credit programs administered by 
the BaHA be restructured. 

Any federal credit activity involves a subsidy and the costs of subsidies 
are borne by the taxpayer. 

The insured loan program of *HA is much more dependant on government 
funding and commands more of a subsidy than does the guaranteed loan program 
where the loans are provided by private lenders. Ma believe more of each year's 
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appropriations should be used for loan guarantees in lieu of direct lending by 

fmia. 

Three najor issues need to be resolved in the guarantee program the timely 
processing of guarantee loans, the consistent -application of MA regulations at 
the state and local county levels, and a commitment by BaHA to honor the 
guarantee in the event of default. Deputy Under Secretary of Agriculture, 
Kathleen Lawrence, has agreed to participate in an agricultural commercial 
lenders task force to reevaluate the BfaHA guarantee and address our concerns. 
Ltt ae highlight in more detail the issue of confidence in the fkSA guarantee. ^ 

In order to remove the lack of confidence in the BaBA guarantee in the event 
of default, we believe that procedures must be Modified for; nore expeditious 
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parent with fewer complicating restrictions. The common perception that 
guarantees through ftnHA are not collectable or at best undesirable due to the 
required complete liquidation of assets prior 'to any disbursements must be 
addressed. If the guarantee must be exercised and the lender has followed 
prudent lending practices, then BtaHA should reimburse the lender to the full 
extent of the guarantee. A procedure for liquidation similar to that offered v 
under the 9aall Business Acta lnlstrat ion guarantee loan program should be 
implemented allowing for early disbursements of guaranteed proceeds based on 
expected liquidation values. 

Congressional attention to the agricultural situation has resulted in the 
addition of an interest rate wrlte-dovei to the ImBA's Debt Adjustment Program 
(DAP) and the adoption of provisions that closely follow recommendations made by 
the Agricultural Bankers Division of the ABA* These provisions includes reduced 
cash flow requirements; an extended ptriod of time over Wilch loans can be 
restructured; and improved guarantee provisions* rurther, the Administration has 
stated that additional guaranteed funds will be provided if needed. 




317 



Other Proposed Charg es 

Oir Association is interested in exploring possible solutions to the major 
problem of declining land values, a secondary market for, agricultural loans 
should be given serious consideration as well. The ABA also encourages 
additional emphasis on export incentives for tarn commodities versus the heavy 
reliance on internal supply controls. 

Changes in federal Banking Policy and Banking Services 
air Association believes that further deregulation of the banking industry 
would be beneficial to rural banks and the rural economy. Specifically, we 
support the expansion of the list of permissible bank holding company activities 
and Cbngressional authorization for geographic expansion within the spirit of 
states* rights. Also, we believe these proposed changes must be tied bo the 
elimination of the nonbank-bank loophole. 

Partial deregulation of the banking industry has taken place over the past 
five years with the phase-out of deposit interest rate ceilings. By one 
estimate, consumers have received more than $34 billion in interest income that 
they would not have received from banks had the government maintained the 
ceilings, &jt deregulation of bank liabilities without a correspondifjg ability 
to offer new products and services limits the industry's ability to serve the 
economic needs of the nation. The answer must be further deregulation, both to 
ensure the future health of the nation's financial institutions and to satisfy 
increasingly vocal consumer demands for broader choices in financial service 
markets. 

All of us as consumers have been sensitized by inflation, which has forced 
us to seek the maximua possible return on our deposits, and by the need to obtain 
in a convenient way a very wide variety of financial products and services. The 
problem is that outmoded laws and regulations essentially limit banks to three 
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lines of business — taking deposits , making loans and operating the pennants 
system. While banks remain bound by these limitations, other organizations — 
Sears, Prudential, Merican Depress and scores of others — are pioneering the 
financial services and service packages that consumers require. There is 
competition today, but it is not fair or free. 

Direct mail from brokerage firms hits the Petersburg area pretty heavily. 
The daily paper from Springfield carries ads from such firms, as wall as from 
Springfield thrifts. Right near my bank there are both * production credit 
association and a federal land bank office. local automotive and ec/iipeent 
dealers offer manufacturers 1 financing, and as I mentioned earlier, I have local 
thrift and bank competitors. 

Earnings lie at the heart of our industry's soundness. Earnings are used to 
build capital, to shore up reserves when necessary and of course to pay a fair 
return to shareholders, thus ensuring a continued supply of new capital when it 
is needed to support economic growth. The key to earnings is competition that is 
fair and free. The way to achieve fair competition is deregulation. Jbt a 
reduction of bank supervision and examination, but a removal of the artificial 
barriers to competition that today block banks from competing fully, ef f iciently 
and effectively. We believe bank holding companies should be allowed to enter 
new lines of business — in the field of securities: the offering of mutual 
funds, and underwriting and dealing in municipal rwvenue bonds, mortgage-backed 
securities, and commercial paper; in the field of insurance: underwriting and 
brokerage; in the field of real estate: equity investments, joint ventures, 
development and brokerage. 

Deregulation as advocated by ABA would diversify banking not only in terms 
of products and services offered, but also in terms of geographic location. 
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Diversification would spread risk, generate new source* of earnings and over the 
long term strengthen the capital base* All three are necessary. 

Spreading risk means operating in more than one or a few lines of business.- 
W>en this happens, earnings in one area can cushion the impact of downturns in 
other areas, including agriculture. Spreading risk further by operating in more 
than one limited geographic area strengthens the equation' even more — then one 
local economy suffers a set back, earnings derived from operations in other 
communities allow the business process to continue unimpeded* 

few sources of earnings slso help to balance the net interest margin squeeze 
that has been created by deposit interest rate deregulation, again. strengthening 
safety and soundness. 

The ultimate importance of earnings — over and above paying shareholders a 
return sufficient to assure future access to new capital — is that earnings can 
be applied to capital and set aside in reserve accounts, which are the first line 
of defense of the industry's safety and soundness* 

The ABA also believes that consumers would benefit from the expansion of 
banking's products and services, and geographic expansion. These benefits fall 
into three areas. First, consumers would receive direct, tangible benefits in 
tha form of lower prices for financial services — price reductions driven by 
increased competition. Second, consumers would benefit by having more. and better 
financial services and products available to them. Third, deregulation would 
allow banks to put technology to work for consumers, providing a wide range and 
high quality of services. 

Bit laws and regulations are blocking the road to progress. 

Conclusion 

The Anerican Bankers Association supports the goal of reducing government's 
role in agriculture. Nevertheless, with today's fragile agricultural economy, 
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any rapid and major shift to market orientation,, or significant decline in pries 

and loan support Itvels could be disastrous, especially in the central grain , * 

producing states. Farmers, agricultural suppliers, and creditors must be given 

time to adjust to the current environment of deflation of assets, high real 

interest rates, and the over-priced dollar* t 

Me believe our proposed changes would help, but the best way to achieve a 
sound farm economy over the long term Is through lower real interest rates and * I 
more realistic international exchange rates, we believe the over-valued dollar * . ~ 
which appreciated by almost 15 percent last year and high reall interest rates, 

precipitated by-runaway spending by the federal (to verm en t, art the primary ^ 

'V, 

problems* Some agricultural issues will be addressed in the 1985 farm Bill, butL . "A 
the most important issues remain with the overall Congressional budget, , £ *X 

authorization and appropriation process underway. Me believe that, a consistently 
sound monetary policy combined with, an effective policy for controlling the 
federal deficit are necessary to strengthen the agricultural sector* 

lhank you for the opportunity to testify before you today. I will be 
pleased to answer any questions you may have. - , \« * 

Senator Abdnor. Thank you, Mr* Killebrew. 1 murt agree with J 
you that the budget deficit has got to be attacked As I said earljer, , 
it disturbs me that all the attention seems to be directed toward £\p 
that tax reform bill and forgetting all about the really importwit 
thing. , , v .M«ij # *i«; V n 

Mr. Gerhart, we're really pleased to have you. You're chairman i* 
of the Agricultural Rural America Committee of the Independent . ■ ; 
Bankers. You represent a large group and we're happy to have you , % , ^ 
here from Nebraska. • . : /3& 

Your entire statement will be made a part of the record; If you * 
care to summarize it f fine. I see it isn't very long, so you go right 
ahead. 

STATEMENT OF BUD GERHART, PRESIDENT, FIRST NATIONAL 
BANK OF NEWMAN GROVE, NE 

Mr. Gerhart. Thank you, Mr. Chairman. 

I am Bud Gerhart, president of the First National Bank of 
Newman Grove. Ifs a rural town of about 950 people. Serving a 
rural community of livestock and grain producers, about 80 percent;; 
of my loans are agricultural loans and the rest of them are to 
people who are doing business with the farmers and ranchers ^>in. 
the area. * 

Fm also chairman of the Agricultural Rural America Committee 
of the Independent Bankers Association of America, a national 
trade association with a membership of about 7,800 banks and over 
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5,000 of these banks are located in rural areas and communities. ' 
such as the one I come from. • ' 

Generally speaking, the banks serving rural areasare not experi- \ 
encing a shortage of funds for lending. Funds-are available. There , 
is no credit crunch, as such. The probleia, is quality. We are alsb^ 
seeing a drying up of long-term agricultural crah^in some areas. 

However, this, is due tp> the problems^pf the. underlying farm 
economyand the,dete.norating values of farmland and bWr farm 
assets, not to any shortage of.credit as suchla ,™ 

The oasic problem is that farmers a^notib^ ^mpeMated 
with an adedquate net return on the investments in thek fSrmihg™ 
operations. The prospect of farm prices and income will remain^ 
pressed is causing a continuing softness in. .the .value of farmland 
and other farm assets. - ■ —•««»,, 

*w 1 Ne 5 raska » <£ e Kansas City Federal Reserve statistics-show 
that land prices have dropped 42 percent , since 1981, mcludingm 
drop of 24 percent during the past yeafcalone. Today^ousaiidSdf 
efficient farm producers are in trouble financially prm3arilv> be- 
cause farm production costs have outstripped, farm prbSucfivit^- 
gains and increases in price* received by these farmera. Thiain- 
eludes the cost of credit, but credit is only one of several production 
items, mdudine fuel, fertilizer, land , costs and others* which 
remain disproportionately high. <» ^\ 

i Be i! r «n 1 5 and 1983, total farm production expenseshad risen 
almost $80 billion or 160 percent, of which interest expenses in- 
creased about 11 percent of that total. , , 

Of course, these farmers who are overieveraged are faemg-a spe- 
cial burden of interest cost. But, in general,, it: is ;tne dverall uv 
crease in production coats, not compensated by higher farm prices, 
which is causing the difficulty. . - * 

At the same time, the US. consumer spends a lower percentage 
of total consumer expenditures for food than any other major coun- 
try in the world. The USDA figures for 1980 says that therUS. con- 
sumer spends 12.7 percent of their total, consumer spending for 
food compared to 22 percent in Japan, 20 percent in GennanyTand 
80 on * . ^- . •>' "K 

The closest level of food expenditure to the United States*was 
Canada, with 15 percent. The American housewife has a heck of a 
bargain. 

There has been a great deal of publicity about the fact that fewer 
fanners were unable to continue into the 1986 crop year that some 
had predicted. I think Governor Partee mentioned that* 

In our area, we're seeing an expansion in Farmers Home Admin- 
stration operating loans that put many farmers into the field who' 
could not have gotten credit otherwise. The farm home direct farm 
operatmg lending now totals over $3 billion this yearW 

However, present prices are not providing, cash flow to service 
much of this: additional farm home loan prop-am. And- the pain is 
only being delayed for an additional seasoh..Some of these chickens 
will be home to roost in the fall when there just won't be tenouch 
money to pay off those loans. • ', 

Lowering commodity support prices at thisjtime would be' disas- 
trous for many farmers and livestock producers. Until supply and" 
demand for farm commodities aio brought into a closer balance 
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with increased exports, production controls, or a combination, mod- 
erately higher Federal support prices are the only salvation for 
many productive farmers. * * 
^ Many of these formers who are in financial trouble today can 
survive with moderate^ price increases for the commodities which 
they produce; For instance, a 50 cent j)er bushd increase in corn, 
wheat, and soybean prices would signincanUy increase the survival 
rate. A $1 per bushel increase wouM* gi^to akiw the treadmill, 
which is steadily movinfcmow farmed t^^ 

The financial problems that farmeri aro facing today are due to 
factors largely beyond the* control of individual p^ 
causes include two decades of -inflation, the Gtoveniment'a enoour- 
aging of farmers to plant to feed the world during the 1970's, Gov- r 
ernment tax incentives which give an unfair competitive advantage * 
to nonfarm investors over bona fide faU-time farmers, an<L of 
course, the greatly overvalued^LS. dollar. - 1 t» i>*v* 

During the highly inflationary period of the 1970*8, the formers 
who bought farmland with whom I am familiar were not wild spec- 
ulators who were trying to get rich, but, rather, thgy upre hardt 
working people faying to make "a Hvihg on the farm. Inflation > 
forced land prices above the level of which the land could* cash 
flow, creating debt in manv cases that cannot u be serviced at 
present commodity price levels. v ;p '*> 

Farmers were often forced at that time to buy land simply to 
continue farming; when an estate had to be settled or to prevent 
losing access to rental land vital<to their farming operation* * - 

In my judgment; it is not^in this Nation's long^rm interest io 
lose those productive form operators who are caught m circum- 
stances which were largely beyond their control: - _ ? • " 

Merging banks, as was suggested earlier, softer credit for Gov* 
ernment, and all these other ideas are not going to save these good 
people. Price is the only answer for that one-third, and even more, 
m trouble. 

Finally, Mr* Chairman, we need to bear in mind that the cost of 
providing a farm program with moderately higher commodity 
prices focusing on that group of medium-sized formers who do^not 
have off-farm income and who are totally dependent upon-farming 
in order to make a living, may very well be less costly ; to the Gov- 
ernment than allowing the situation to continue to deteriorate; " 

In addition to the direct impact on farm families, the cost of not 
providing an adequate farm program may include, first, additional 
farmers Home Administration loan losses due to the 'further sub^ 
stitution of debt for inadequate income; soconcb decreases in earn- 
ings, employment levels, and tax payments by the retail and manu- 
facturing agri-business companies; third, losses in earnings of other 
businesses and individuals located in rural communities and de- 
creases in Government tax revenues from thbse^ sources; and 
fourth, a potential large role by the Gove'nimOTtywith regard to 
land ownership and land transfers, including siibstantial additional 
Federal costs and probably various other adverse side effects that 
are not clearly identifiable: s1 ^ :* - ^ ; / * 

This is a pitch for higher subsidies; Nobody likes theword "subsi- 
dy." Even the agricultural bankers out in the hinterland* But I 
would just point out that when we talk about form subsidies, we 
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should also realize that there are other subsidies that are bein* di- 

o^tractore and other heavy equipment, ^cks and aofoX wE 

S !?i % ■Wrfy of «»e norifarm investor, as I mention^eaxSer 
to deduct farm expenses against nonfarmmcome is^S 
suj^ ^^^ un% common with bonf fiovStteS 
These types .^subsidies I think need to be considered; too^nvhen 
we^talk^.about fajmsubmdies.- ~ vutiwoerea, ioo,swnen 

This concludes my^tementf I a^ 

Senator . Abdnob. Thank you, Mr. GerharL Wefre bean talinW 
about the .importance of getting the JbudSow^ 4 S£iS2 



were 
last 



be one of the fastest increases in the budget 

Afti° • n ± knock i5 g i fc ^^rto have more and more funding. 
After increasing the farm budget at that rate, it iajhard to3e5 
^cuttock on everything else in the budget whue/tocrea^aS 



backward. As you ^^^T^^ U i£^^ 
turned .cargo preference, to name one. I talipot 5SSe?K 

SSh^'J^a* 83 !^ ? xp J oited to write off S ; alS 
outside income. Another issue is fragile lands, which WSettfn* 
plowed up and should never have been touched! ™< ar &g* tta * 

u^S^ 68 on - how o you <** KuiId U P your allotmerit ; on grain. - 
7^1^ V*™™ .^year plaiining to determine what yolSkl- 
location or allotment will ^ for your crops, making people eligible 

theff pX™ DeVer lih0 ™ M ** Ve ^KSl unSn 

iJ^TtJft 8 . J 0 * of 'P«>Ple Jn the hog production business who 
T«? , wf 5r ^ e 1 ? c f nt , ive ° f tt» accelerateddepreciation.^ 

»rSir ere if ?» lot fe°¥ ems ™ our^ann programs that have 
to be dealt with. I'm afraid dollars alone won't doit SohSeonle 
argue with us in this committee that when we have V^SS 

S&S&T foreign rival8 f^^SAtt 

We had trouble the other day dedding on how to use that$2 bil- 
«iL7 r ?, 0f °5° grain - ? wa ? fkaljva^dded to putttfctoforeSm 
^^4 dp g . et o^marketsback Even that wasn't easy. W™S 
three different meetings with the Secretary and thToMB We 
°l 0 ^ » farn ? and some of the big grain companies. I left 

fy StS toft a Snd 1 never * d hear howwe finS 

„ J^!^ problem8 v . ery complex. In light of that; we hope that - 
you gentlemen are helping point out some of our problems.' 

miwli^ 6 !?"? 1 tha l we . re equaUyfas concerned about the little 
mam streets tnat are having great financial problems. We're not 
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just studying farming alone* We understand small town business is 
directly related to the farm situation* Fm concerned when I see 
empty buildings on main streets. When you think of small towns, 
my home town is the extreme* . " V , r 

You said your town >as how big? v * * • - * 

Mr. Gkrhabt. About 950 people. : ' 

Senator Abdnor. And yours is 2,500. Even in a town like that, 
it's tough finding finances for businesses. — j : > - 

So we are concerned with more than just farmings but it all re- 
lates to that. ; x ' *" <\ x i'-' y^j/^^ 'i 

Our next witness is Mr* Shaffer. 1 want to say something/I need 
to attend a briefing on the hostage situation and Fm going to have 
to slip away for a little bit. > t r tvl^. : 

Fm going to call on Mr. Jahr, who is n$y chief economisfe^on v the 
committee* I will turn this over to him while T leave. Fm afraid 
that when I go home this weekend many questions will be asked. If 
I haven't been well briefed on the hostage situation, :I might have 
difficulties there* - • ; # ^ v *r * 

So, Mr. Shaffer, Fm not running off on you deliberately, we're 
very happy that you have come all tlie way from Wisconsin to give 
us your views. Tha* you ^d^v^ ; — V; 

STATEMENT OF RON SHAFFER, PROFESSOR, DEPARTMENT OF 
AGRICULTURAL ECONOMICS, UNIVERSITY OF WISCONSIN, 

madison— * * v * * ^ nr *- 

Mr. Shaffer. Thank, you. I appreciate the opportunity to visit 
with the subcommittee, about the issue of rural finance and its. im- 
plications to nonfarm rural economies" /'"J . " 7; 'f^iSr^I' 1% " 

Fm a professor of agricultural economics, at the Uniye^riftr? of 
Wisconsin, Madison, and Fve spent the .last 13 years working, on 
issues of rural economic development through a teaching, research, 
and extension program. About twchthirds of my time te , spent off 
the campus working with small rural communities in the jState of 
Wisconsin on 'economic development ^stra^gies;*. Part <jfjhe$re« 
search program has focused on the functioning^ ruralv»capital 
markets for nonfarm businesses.. That f s^t)ie topics I^¥fidi to visit 
with you today. \t' ^ „ *, j:. ; v ~ M 

Our studies show that bank investment , policies play a very im? 
portant role inlocal economic activity. We developed an economet- 
ric model of the investment activities of the 600 Wisconsin banks 
and local income change, between 1969 and 1974 and found that a 
10-percent change in the average loan volume by those banks yield- 
ed a 4-percent increase in the rate of change in per capita income. 
In nonmetropolitan counties, this influence was even larger. A 10- 
percent increase in average loan- volume over the same period 
yielded a 5-percent change in the rate of income growth. We found , 
no such linkage in metropolitan counties. 7 * 

Other forms of bank investment policies did not appear to have 
the expected negative impact on local per capita income. Our anal? 
ysis of changes in net Federal fund balances, net correspondent 
bank balances, U.S. Government securities held found that those 
forms of bank investments had no influence on local per capita 
income change in all Wisconsin counties, nonmetropolitan. Wiscon- 
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ThkSS kf'w *muMted by agricultural employment. 

nS?K^-^ nusleadu «'' 8 f n . ce the loans those banks made had * 
S« L^ n( !f °\ l0Cal change. Thus, nonlocal invest 

ments by banks do not appear to have an adverse impact, but there 
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^ opportunity cost to the community in the reduced in 
growth from nonlocal investments rather than local lendine.i ■* 
*mL «~ a banks we , re more>inchned to lend fromlttie more 
' e ^e and savmp deposits than demand* deporits'&id that 
^££3? ^ ** 0{ fanda ^creased:*hi rural ateas, 
this sugge8t3 that ready access to national money markefe maTnot 

uroan areas. • ■ - „..• * ' ** 

Recogniang the regulatory structure has changed si&»<Me~time 
of tins study, we feel that the fundamental; relaSiishlSS 

We conducted a survey in 1979 ahdI1980 of new smaJlJusSSes 
M% "ASS* £ Wisconsin between the ^SSS^SS 
S^ ffi 611 !?^ 116 " 8 ^ d h0 ^ they assembled thefr *capffi 
and the difficulties they experienced ih-that process ^ W 

These new small firms did not use very complex or sophist 
mechanisms to assemble the o^^^.ThnB-^^Si- 
owners funds, bank roans, and supplier credit for most 'of their 
startup and early ope&faon capital. Limited partnershxps,VSBA or, 
notS ? uarantees ' installment purchases, et cfe,,. We re 

There were few differences, in,.the structure, of the capital pack- 

I^f^ffi 8 ""^ locatlon tf i4 was located overio miles from 
w2L° a i 30 /2°? ° r ^recognizing foil weUlin States other S 
^ w^'\ that ^y^cjudea vast ainount , 0 f thf State. The^s- 
S^ii^ 6 , Was J t ^ at P Iaces of 30,000 or more would' have a • 
fairly well developed financial institution structure andknowlelge 
™S £f m by Jesses and.their knowledge of the business iteelf 
would be reasonably complete. ~ • > 

^LliT*- that T* 1 fif™ 8 more on supplier credit and In- 
creased their use of sup^her.credit more than^duVban firms The 
terms of credit for rural firms were, much more stringent'. They re- 
ceived shorter maturities, higher interest rates and w^re rSred 
^provide more collateral than their urban counterparts™ 

The local commercial bank "is crucial; but its decisionmaking ca- 
pacity appears to be highly variable, pne^fourth.ofjthe firms that 
we mterviewed had had at. least one, creditnapplication denied 
Three-fourto of the firms initially denied credit EffS&S? S 
phcation funded by another lender.^Six of the\fen.firms apSbS 
mg another bank with the same Application hadiifcaccepfed 
^1^ nportan ? y ' thi lGrmB deniedicredit.exhibited^higher rates 
of growth m employment, assets in net worth.thahdidmfirm*in 
me study. • , , „ A . j,^.. „• ? ^ 

The identification of new small businesses experiencing specific 
forms of capital market difficulties yielded no more- tha^lHer- 
cent experiencing : anv particular^formrof: difficulty The measures 
of capital difficulty that we used were opinions a&ut banks^^ 
financial mstitutions domg a rather poor or very poor job in serv- 
mg their needs. They believed that adequate ^expansion capital 
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could not be found within 30 miles of their present location, and 
having at least one formal loan request denied. 

When firms experiencing, any of these specific forms of credit 
stress were aggregated, 44 percent of ail the firms and 48 percent M 
of the rural firms were identified. Capital stress by small business- 
es in rural areas defies a single dimension measure, remembering 
that I said no more than 25 percent of the firms had experienced 
any one form. ^ v - < : v : ! ;%** 

The local commercial bank, provides an important link between 
the local businesses and nonlocal capital sources: This is particular- 
ly important in rural areas and; for m^umsized businesses. One 
form of this linkage is through loan guarantees, the use of second- 
ary loan market sales, and the use of overlings. A 1981 survey of 
192 smaller rural Wisconsin banks found that 47 percent of them 
reported using no commercial and industrial loan guarantees. 59 
percent sold no loans, and 60 percent never made a loan over their 

survey of new small businesses indicated that; they were 
skeptical about the need to have a State agency to mMkiof guaran- 
tee loans. Rural firms were m6r$ inclined to believe there was a 
need for State agencies to make or guarantee small business loans 
compared to their urban counterparts., Firms deni^;j^^t;'''wm 
also more supportive of a State agency to, make or guarMfee loans. 

While economic theory suggests that the implement of the 
loan risk evaluation capacity of smaller rural banks would improve 
the flow of capital to rural areas, the cost* to 'the. small bank in 
funds and the time may limit tfce success of such an effort f 1 \ 

Bank holding companies ara one such mechanic for altering * 
the flow cf capital to rural a/eas and changing the finahtiaTserv- 
ices available. A study of the 1976 to 1980 lending? ^activities of 
mature affiliated banks, those tfiiat have beextv afiiliatCMl ,iat ^ least 1 
year, and newly acquired affiliated banks, found that the initial 
surge in lending activities of banks becoming, affiliated^ with a . 
banking holding company was transitory. The mature affiliated 
banks did not tutor their loan-to-deposit ratios any more than did 
the nonaffiliated banks, even thbugh both started at the same 
level. Our study did not examine other forms of services,7such as< 
loan evaluation capacity, higher returns on deposit, or increased 
access to nonlocal funds. 

Commercial banks do play a critical role in rural economic devel- 
opment. This includes lending to small and mediumsize nonfarm 
business and providing financial expertise to the businesses and 
the host community. * ' ~ 

Our data suggests that rural capital markets appear to be func- 
tioning in a reasonable fashion. For some participants, arid acroes 
the spectrum of capital market difficulties, this conclusion appears 
erroneous. In rural areas, new small businesses were more likely to 
depend on supplier credit and were more likely to face \capital 
stress than their urban counterparts.* +\ 1 ^ >/ t *V 

Capital market difficulties; do not 'lend themselves to simple,>ea?y 
solutions. Small business, loan guarantees were not used, x by the- 
firms interviewed and were not used by the vast majority of smell 
rural banks that we interviewed. Small rural banks appear ^te be 
reluctant to avail themselves of existing mechanisms to move cap- 




ital to rural areas. A lack of capacity to evaluate loans and risk is 
part of the problem. But, again, it does not lend itself to an easy -J^l 
solution of education and training, since management time may be ' f M 
f ; the real hmitmg constraint. 

The use of bank holding companies offers another source of cap- $ H 
ital for small rural businesses. But our analysis found little differ- $m 
ences in their lending patterns relative to non-affiliated banks . 
j. Thank you very much. ", . 

f. r ^ e J' 0int Prepared statement of Mr. Shaffer and Mr. Staniforth 5 S 

ft' follows:] 
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Joint Prepabkd Statkmint of Ron Shaffer and Sydnxy Staniforth' 
rural capital markets: some evidence from wisconsin* 

Although ths evidence it mixed, nail nonf arm bueineeeee art an integral 
1^! >K component of tha tconomic vitality of rural, economitt [Birch; DOD; Milltr; 

Shaffer, Salant & Saupc]. Thtra art numeroue forctt aff acting the viability of 
thttt small butinttttt including gantral tconomic conditions* population changt, 
incoaa lav tit, management capabilities ate* An important forca it how tht 
capital marktt movae capital among usee and placet. Any ttudy of tha capital 
marktt nttds to bt cognizant of tht demand, tupply and institutional compontntt 
of that marktt* . Chaugtt in any of thttt compontntt can cauat undttirad marktt 
output • , and may bt ttimulattd by different cauaal forctt* Our purpott in this ' 
paptr it to thtrt tome evidence about tha functioning of cepitel markets in 
Wisconsin end how thet has affected Wieconsin rurel development ectivities. 

Tha material reported here repreeents e summation of an ongoing- reeearch 
program in the Department of Agricultural Economic e Univereity of 
Witconsin-Mtdison since 1975. On the remaining pagee wt will review empirical 
studies e xamining bank invaetment policiee end local income changes; banks use 



Background material prepared for Joint Economic Committee of the US 
Ccngreee for fleeringe on Rurel Capital Markets, June 19* 1985* 

Fr: lessors of Agricultural Economics* University of Wisconsin-Madison. The 
ressarch reported here was support sd by Economic Development Oivition, 
ERS-USDA; Batch and Title V Rural Development Act of 1972* University of 
Wisconsin-Madison; and Upper Great. Latos Regional Commission* Glen C. 
Pulvar, Depertment of Agricultural Economics, University of Wisconsin- 
Madison, wss s full contributor to the eforementioned ressarch projects. 
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of existing mechenisms to bring capital into rural markets for commerciel end 
industrial loans; lending ectivities of independent end affiliated benks; and 
examine where and how new small bu&iness , C arts acquire cepital. - 

Bank Investment Policies end Locel Economic Activity 

Although common knowledge that bank investment policies effect locel 
economic ectivSty we found few studies that actually attempted to measure thet 
reletiouship [DreeseJ. We developed a four simultaneous equation system 
explaining local income change, benk investment activities, changes in time end 
savings deposits, changes in demand deposits and other controlling factors (Ho). 
This system argued that changes in local per cepita income depended on changes 
in bank lending or other bank investment activities. Furthermore, bank 
investment activities were a function of local 'income levels, bank deposits, and 
related measures of economic activity. The purpose of this study was to 
determine the extent that changes in bank investment activities affected local 
income changes recognizing the interdependences of local income, bank 
investments, deposits and such factors as population, national interest rates, 
etc. 1 

The model was tested in the Wisconsin economy for tne years of 1969-74. 
Dete for the 600 benks included was acquired from the FDIC reports on income and 
condition for those respective years. The model assumed the bank's investments 

«*. aI* .T? 1 ! Wa8 bef °5* the " Cftnt increase in the integration of benks, end 
the deposit base wee the major source of funds for rural banks. ifciltth. 

relationship should not have changed. An important question remaining is how 
sensitive ere rural bank investment policies to change, in souses o?f u^ds 
increased volatility of interest rates, and changes In dec is^n making tactic., 
associated with the emerging bank structure. ««* i0 ii mating practices 
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ef f tcted its entirt markat, which becauss of date limitations vas dsfintd as tht 

2 

county. In nhe 71 Wisconsin counties this assumption eppears rsssonsbls. 

Tht diffsrsnt investmsnt policiss sxamintd vsrs loans, ntt correspondent 
belancee, nst radtral funds eold, and US government eecurltles. Examination of 
othtr studits and interviews with Wisconsin bank official* suggested most banks 
ptrcsived tht majority of thsir loans vsrs mads in thtir own markat. Thus, 
loans vara assumed to rsprsssnt invsstmants by tha bank in its own local 
market. Ths cthsr forms of invsstmants raprsssntad nonlocal invastmants and 
thartfort s vithdravsl of cspital from ths local cspital markat. 

Tha modsl wes sstlmatsd with total loans from tha bank and also apscific 
typts of loans (s.g., commarcial snd induatrial, nonfera raal tstate, farm 
optrtting). Alto ths modtl vss sstimatsd for mttro/nonmttro countist as vtll as 
countiss with thair shars of total employment in sgriculturt exceeding tha 
statewide tvsrage. 

Total loan volume hsd a distinct and positive influence on the rate of 
change in locel per cepita income. A 10Z increese in everege loen volume over 
the four years studied yielded a 4Z increese in the rete of change in local per 
cepite income. This reletionahip vas even more pronounced in nonmetropolitan 
counties where a 10Z increese in lending ectivity yielded a 5Z increase in tb^ 
rete of change in locel per capita income. Tht average volume of loans had no 
impact on the chenge in per capita income in metropolitan counties reflecting 
eccess to alternative sources of financing. In agriculturally dominated 
counties (share of employment in egriculture exceeded the state aver eg t) per 
cepite income wes not influenced by the totel volume of bank loans. 



2. A 1975 survey of 47 banks in vast centrel Wisconsin found 722 of the 
banks claiming their service area was nearby and another 1SX seid the county 
bounded their eervice arae [Shaffer, 1978, p. 7].' 

3. A 1975 survey of 47 banks in wast centrel Wisconsin found the banks 
placed 92Z of their loans in thair service eree [Shaffer, 1978, p. 7]. 
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Generally, specific loans types had no influence on the rate of change in 
local per capita income for all counties, but for nonmetropolitan counties and 
agriculturally dominated counties agriculture lending had a positive influence 
on the change in per capita income. 



TABLE 1 

tstlmated Income Equations Using Aggregated Loans 





Wisconsin 
Ave. 


Me tropol- 
itan Co. 


Non-Metro- 
politan Co. 


Agricul- 
tural Co. 


Non-Agricul- 
tural Co. 


Average loan 
volume, 1969-73 


0.39* 
(1.82) 


-0.28 
(-1.18) 


** . 

0.53 
(2.44) 


0.14 
(1.52) 


** 

0.55 
(1.98) 


Change in labor 
force, 1969-73 


.00054*** 
(4.16) 


9,5x10" 6 
(.003) 


0.00002 
(0.77) 


0.00001 
(1.07) 


.000098*** 
(2.95) 


Change in county 
pop. 1969-73 


-.000087*** 
(-5.53) 


1.4xl0" 3 
(0.31) 


-0.0001 
(-5.54) 


0.00006 
(0.36) 


-0.0001 
(-6.58) 


Change in county 
pop., 1969-73 
squared 


,.1x10 * 
(5.29) 


-1.9xl0" 9 
(-0.35) 


0.5xl0~ 9 
(1.59) 


-1.3xl0~ U 
(-0.41) 


2.0X10- 9 *** 
(4.0S) 


Change in median 
years of school 
completed by males 
25 and over 


0.1 
(1.01) 


-0.072 
(-0.27) 


0.25 
(0.22) 


0.094 
(1.38) 


-0.03 
(-0.2) 


Constant 


*** 

0.65 
(2.64) 


1.53 
(3.78) 


** 

0.57 
(2.36) 


*** 

0.91 
(i.49) 


** 

0.59- 

(2.07) 


R 2 


0.46 


0.53 


0.54 


.14 


.54 


F 


13.10*** 


0.37 


*** 

14.35 


1.82 


11.03 



t'.r-V^T* 8i 8 nlflca " t " 5Z and 1Z level respectively. Numbers In 
parentheses are t values. 
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The analysis did not detect any relationship between other bank inveetment 
activltiee «od local ptr capita income changee. While, tht hypotherie vaa a 
negative ralaticnahip exieted, our etudy found no effect. Concern* about 
nonlocal InvtatBanta by banka nay ba exaggerated or our atatiatical techniquee 
vtrt not strong enough to uncovar tba linkagt. Ttt 9 an Important concluaion la 
that tvan though nonlocal inveetaente by banka had no appartnt advarat inf luanca 
on local ptr capita income change, local loana had a dafinita and poaitiva 
inf lutnee . 

Tht inatltutional ttructurt of tht banking induatry hat changed 
draaatically ainca tht tarly 70' a and thtrtt rtaultt auet ba viewed with aomt 
caution. Latttr diacusaion in thlt paptr will addra aa tht currant institutional 
environment aort dirtctly. Tht rttulta ttill yitld toaa inaighte for currant 
diacuaaiona of capital markete and bank activitiaa. Firat, thara ia no raaaon 
to btlltvt that tht fundantntal rtlationahip between local landing by banka and 
local per capita incoaa haa changtd. Thua, a f tort a that would tncouraga tht 
flow of fund* to rural artaa would hava a banaficial affact on local par capita 
incoat. Second, tbt analytit demonstrated that tht hightr cott of fundt 
(ntaaurtd as time and savinga dtpotit inttrtat rataa in tha modal) discouraged 
local landing. Furthermore, bank lending waa aort dirtctly linktd to tht aort 

A 

t table tiat end tavinge dtpotitt than demand dtpotit a. Thett two point t 
suggest high cott volatilt funda (e.g., federal funds purcnaeed, CD's) might ^ 
actually reduce local lending aven though it promotea the movement of fundt 
among marietta. 



A. An unresolved distributional queation ia whether the community receivee 
greater benefits from a few more commercial and industrial loana or from many 
aavers receiving higher returns on thslr savinga. 
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Small Banks Use of Complsx Cepitsl Psckagt* j^g 



Clearly, local commsrcial banka r<evs playad a crucial rola In economic ffi 

* . -M 

development in rural areae of Vieconein. Assuming that the need for thie 

function is not disappearing or declining, many queetlon whether rural community . \&)& 

banka can continue to provide adequate financing for needed small bueineee r "? 2:, 

development. In general three typee of rural community banka can be identified *H 

' " " ' 4sl 

With reepect to their source e of funds: (1) loan depoelte only; (2) supplement *T % 5% 
deposits with salts, guarsntees, etc.; and (3) borrowed funds sre * eignificant 
source of loanable funde. The latter two eourcee of loanable funde repraeent 
complex capital packages. ~\* 



4%r 

primary aource of loanable funde. But thie may not be sufficient for small 
ruril community banks to meet the increaeing demand for loans for small bueineee 

„ r v .dm 

' 

The banking indue try has long ueed corrsspoudsnt banking to deal with one 
aspect of this problem. When s smaller bank wishes to make a loan which exceeds 

which it maintains s correepondent rsletionship, Thie oay be viewed ae r V<&3 



Traditionally almost all banks have relied on their depoeite se their • 



development. To oeet this demand, smaller rzral banks will need to gain acceee 
to capital markete beyond the depoelts of their local communities. 



it* a lending limit, an overlive ie frequently obtained from a larger bank with 



functionally eelling part of a loan into £ eecondery market. Requirements of 
compensating balaucee, reciprocal participitiona, etc. can eignificant ly reduce 
or virtuelly eliminate any net increase in local loanable funde. Such credit », 
cverlines introduce an additional stsp of intermediation which inevitably 
reduces the returns to ths initiating bank. Various forms of Joint , 
participations by a group of small banks involve essentially the same '^1 
•Imitations as overlines with correspondents. For th^ss rsasons, corraspondsnt C^Sf 

"110 
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backing must bt considered as * specialized and limited method of accessing 
outside funds for local economic development . 

Government agency guarantees on loans initiated by commercial lenders to 
eelected sectors of the economy have been in uss for svay yeare. The government 
guarantee of s loan means that ths guaranteed portion ie very liquid and can bs 
readily eold in secondary markets. Vhsthsr sold or hsld by ths initiating 
lender, this process can provide accees to national money m/xkete for the 
initiating lender. Primary guaranteeing agenciee have been S.B.A., FmHA, 
and E.J).A. but even av their peak of authorisation and operation, the total loan 
volume carrying such government guaranteed has been rather jmall compared to 
total needs for sconoroic development. 

Tiers ere other inetitutional arrangements (e.g., bonds, commercial paper) 
under which any jank can theoretically access national and regional money 
msvkc s but high costs functionally prohibit sccsss by small banks. This is dus 
to the high risk and uncertainty attributed to the obligations of email unknown 
banks and the high coet of documenting such obi igst ions rslstivs to their 
proceede. Accees to the Fsdsrsl Funds markets usually involve intereet ratee 
that are high enough to limit their uee to meeting very short-run raeerve neede 
of smell banks. 

A 1981 survey of sll small rural banks in Wisconsin cssts soms perepective 
on the ertert small rursl community bsnk lsnding activity depends on the depoelt 
ba«." (sll bt3ks in those counties which contain no banks with mors than $100 
million in assets). The 192 bs-u.3 responding Indlcstsd that: about 60X of 
small rursl banks rsly almost exclusively on deposits as thslr sourcs of 
loanable funds; another 33X had only occaelonally supplemented their depoelt e b; 
«el ing loans to other banks or invsstors (this group is defined ss never having 
sold a total of more tuan 5 loans); and the remaining IX of ths small rursl 
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banks had aggressively supplemented their depoeite with outside eourcee of fund* 
(primarily using sslss and guarantees). Laaa than IX rallad on a alfnlf leant 
voluae of borrowed money to supplement thalr depoeite. 

Tha 192 raspondanta raportad making a total of 535 complex loana— loana for 
which a government ■ fancy guarantee vas obtained, or vara aold all or In part to 
othar institution* or individual*, or both* These include correspondent bank 
psrtlclpstlona. Using this definition, complex loana constituted 22 parcant of 
sll outstanding businass loan volume rsportad by tha raspondanta. In general, 
tha complex loans vara smell (67 percent vere belov 1300,000), and 78 percent 
ware made at a fixed intereet rsts. 

Many banks said they had little experience in making complex business 
loans — 47 percent reported making no guaranteed loana, 59 percent aold no loans* 
end only 40 percent made any loans over their legsl landing limit. Forty 
percent reported making no complex loana at all. Honetheleee, 53 percent, of the 
complex loana— including 37 of the 39 loana grester than $700,000— vara aold all 
or in part to other inetltutloua or individuals. However, most of the loans 
thst vsrs sold vere small, averaging $309,000 in original volume. 

A Isrge portion of the business landing activity vss accounted for by s 
handful of bsnks. Tha tvelvs most-sctive bsnks vere responslbls for 22 percent 
of the totsl huelness loen volume, 47 percent of all loana sold, and 36 percent 
of sll the complex loana. Thass fev banV^ vere concentre tsd In the 
northwestern, central, and eouthcentral portions of the etete. Buelneeeee in 
thoee ereee may get eufficient ecceee to capital xrom thoee banks. However, tha 
moet-actlve banke kept moot of their buelneee lending sctlvltlee does to • 
home — 86 percent of their complex loana vent to'buelneseee within ten milee of 
their home office*. There appeared to be e genersl paucity of financial 
experience In bank* In the veetern part of the etate and In communltlee with 
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population under 1,000. Local bueineseee there may find such banks less likely 
to mast loan demands. 

Thirty percent of the reepondente reported dlfflcultlee in placing overllne 
loans. They attributed theee problems mostly to pricing disagreement i, 
paperwork and crsdit-vorthinsss* Only four banks mentioned lack of a aecondary 
market ae a problem, and only five (perhape eome of the ease) banks found that a 
guarantee eource vae missing. 

This lsck of proven experience tapping sourcee of loanable funds from 
ou' side of rural communltlss sppesrs to bs very serious. This source of funde 
is crucial and important for economic development and Job crsatlon in rural 
communities. The problem has been further exacerbated and accentuated by the 
increaeed competition for deposits reeulting from the deregulatlone of 
depoeltory inetltutlone* It would eeem reasonsbls to conclude that the 
traditional sources of funding for small business dsvelopmente in rural 
Wisconsin communities are not going to be adequate to meet the economic 
development needs in theee areas. 

Small Rural Banks and Lending Skills 

Lst us now look at the economic anatomy of a small rural bank as it relates 
to the financing of (small buslnees) economic development. A typical small 
(rural) community bank dlffere greatly from the common image of a substantial 
corporate entity. ' It is not charactsrlxed by eeveral divisions, with a large 
staff of management and support people in every division. It more commonly hss 
ons (or two) person (s) in management and three (or four) eupport pereone to look 
after all bank activities. In such a ssttlng management weare many hate. This 
frequently mesne one person Is directly responsible for the supervlelon of all 
functions from building cleaning and maintenance, accounting and personnel 
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management Co advartlslng, making losns and investments end analyxing tht 
financial status and progress of tha bank. Such • stxucturt strtssts management 
performance In many ways. Most importantly it virtually ^precludes 
specialisation in such functions as risk evaluation of loan applications for 
complex developments, sailing loans, and acquiring additional daposlts and 
borrowed funds to increase loans. Tha Initial cost of expertiss in thasa areas 
era rather 1st comparsd to ths resulting volume of business, ,snd similarly 
high cost It con tree ted where such ssrvlcss srs evsllabls. This suggssts that 
thsre era some diseconomies of small six*. Thsss dlsaconomiss ars spsclflcally 
associatad with bringing in ths nonlocal funds cscsssary if small rural banks 
are to successfully meet ths nssds of economic development. 

Ona possible approach to vitalising financial sarvlcaa in many rural 
communities is an aducatlonal program aimed at small rural bankers. Such 
programs could logically concentrate on using loan guarantees and salas to 
expend the loanabla funds bees. A crucial and cantral part of such a program 
would be risk evaluation and documentation procedures to mske loans sal tab It and 
qualify for guarantaas. Ths graatast limitation of this spproach is tha 
availability of mansgarial time in small banks is likaly a limiting factor. If 
small bankers really wantad to parform this function and had tha time, thay 
would be doing it now. 

Tha moat likely approach permitting small rural banks to meat tha financial 
service naada of thslr cosmunitlss la to scqulra ssrvlcss they cannot provide 3 
themselves. Commercial contracts for supplemental ssrvlcss could provs qu*tt 
expsnalve for. small banks. Ths option of small rursl Wisconsin bsnks 
affiliating with multlbenk holding companies providae tfcs opportunity to svoid 
serious dlssconomiss of size (for vsry smell banks) without! losing all community 
orisntat ion. 
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Bank Structure and Lending Activity 



Wisconsin has permitted bank holding companies since the turn of the 
century. The contention la banks affiliated with holding companies are more 
responsive (e.g., lending, services) t\an non-af filiated banks because the 
holding company provides easier access to outside funds, especially nondeposlt 
funds* permits capturing economies of size, and allocates assets differently 
among cash, loans and by risk. 

We examined the Influence of smaller rural banks becoming affiliated with a 
bank holding company on selected loan to deposit ratios for a period 
representing rapid loan growth and a period representing slow loan growth 
[Rogers). The other question examined was whether the length of time a local 
bank had been affiliated with a holding company affected its lending activities* 
A mature affiliate had been with a bank holding company for at least one year* 
This permitted the bank to implement changes in policy and avoid the temporary 
disruption associated with the transition in ownership. 

The 187 banks Included in the study had been chartered continuously since 
1975; had 1976 total assets between $7.5 million and $50 million; were located 
in a_ county with no bank having more than $100 million in assets; and were 
located In a county having at least one bank holding company affiliate since 
1975. There were 125 non-affiliated banks, 51 banks affiliated during or prior 
to 1975, and 11 became affiliated between 1976 and 1978 meeting this criteria. 
Regression analysis was used to estimate the change in loan to deposit ratio as 
a function of initial loan to deposit ratio, bank size, and affiliation status. 5 



5. Comparison of average total assets, total deposits and loans to deposit 
ratios found no statistical differences among .the 187 banks studied and all 422 
smaller banks in Wisconsin* 



TO 



mi % 



,343 




ft, ' 



339 



Tht change in loan Co deposit ratio la a more aensltlve Indicator of bank 
lending activity than comparing the loan to depoalts ratio before and after 
affiliation. 

The hypothesis was during periods of rapid loan growth the affiliated banks 
access to nonlocal nondeposit funds could meet increased loan demand more 
readily than non-affiliated banks* During the period of rapid lending growth 
(December 1976-December 1978) 6 mature small bank affiliates of bank holding 
companies did not increase their total or sectoral loan to deposit ratios any 
faster than did non-af filiated banks. Mature affiliates actually reduced their 
Conner cial and industrial loan to deposit ratio relative to non-affiliated 
banks. During periods of alower loan growth there should be no difference in 
loan to deposit ratio change between affiliated and non-affiliated banks* For 
the slower lending growth period of December 1978 to December 1980* mature 
affiliated banks did not alter their total or sectoral loan deposit ratios any 
differently than did non-affiliated banks* 

While i the analysis found some evidence of an initial positive response in 
loan to deposit rstios with affiliation, the small rural banks that had been 
affiliated for at least one yesr (mature) did not respond sny differently to 
changing losn demand than did the non-affiliated banks in rural areas. 

Our analysis did not examine t ther questions regsrding bank holding company 
performance such ss new services, higher returns on deposits, improved losn 
evaluation cspscity but the ana lysis did not find that affiliated banks changed 
their loan to deposit rstios differently In response to changing economic 
conditions tnan did non-affiliated banks. 
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Capital Structure of New Small Businesses 

Although there have been numerous studies of small business financing most 
notably Interagency Taak Force on Small Business Finance and Council for 
Northeast Economic Action none specifically examined where and how new small 
businesses assembled capital. In 1979-80, 134 new Wisconsin firms were 
questioned about where and how they assembled the capital used to start and 
maintain operations [Combs, Pulver, & Shaffer]. These firms started between 
1977-78 and thus represented firms that actually started and were able to 
survive for 2-3 years at the time of the interview. The firms interviewed 
represented 12 different 3 digit SIC codes ranging from construction, metal 
working machinery manufacturing, retail grocery stores to eating and drinking 
places. 

Firms in rural and urban locations were compared [Raizin, Shaffer & 

Pulver]. firms were identified as having rural locations if their site was over 

30 miles from a city of 30,000. A city of 30,000 or more was assumed to have 

well developed financial institutions and be close enough so the business owner 

o 

would be familiar with the institution and vice versa. 

The survey asked firms about the sources of both equity and debt capital 
used for start-up and operation through December 1978. The forms of debt 
capital explicitly examined include formal loans from financial institutions and 
individuals, supplier credit, leases, installment purchases and lines of credit. 

6. Between 1976-78, the banks studied exhibited a 35X increase in loans 
and a 23Z increase in deposits. 

7. Between 1978-80, the banks studied increased their leans by '91 and 
their deposits by 15Z. 

8. Sixty firms meet this criteria. . While there was no statistical 
difference in start-up total assets among locations, there was a difference in 
start-up net worth. 
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TABLE 2 

Standard Industrial Classification of tha 134 Finns Intarviawad 



SIC Daacription of SIC 



15 



354 
355 
356 
3599 



Const mction— general contractors and oparative 
builders 

MstaX working machinery 

Sptcisl industry machine y 

General industry mach'' ry 

Miscallanaous m ac h i n ery except alectrical 



Number of 
Firms in Sample 



421 Trucking, local and long distance 



508 

514 

541 
571 
58 
592 



Wholesale trade, durable goods — machinery, 
equipment , and supplies 

Wholesale trade, nondurable goods —groceries 
and related products 

Retail grocery stores 

Retail furniture and home furnishings stores 
Estlng and drinking places 
Retail liquor stores 



TOTAL 



15 

16 
16 
17 

8 

16 
13 
20 
13 



134 



The survey results indicate these firms did not use particularly complex or 
sophisticated capital packages. Owners* personal funds, commercial bank funds, 
supplier credit and loans from previous owners ware the major sources of funds. 
Only 3UX of the firms used leasing In 1978 and 60Z of that was for real estate. 
The use of lines of credit (22Z in 1978) and installment purchases (16X in 1978) 
was even smaller. None of the firms ware limited partnerships and none had used 
SBA or FmHA guarantees or direct loans. 

Sixty percent of the owners (i.e., sole proprietors, partners, and 
stockholders) in these firms just used their own funds for their equity 
contribution to the firm. Forty percent of the owners supplemented their own 
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fund* with funds borrowed through personal notes, or insurance policies etc. 
The extent of 'borrowed' equity funds varied with typo of business organization. 
Thirty-four percent of the sole proprietors* 40Z of the partners and 52Z of the 
stockholders of corporations assumed personal loana for somt of their equity 
contribution. Owners of rural businesses were less inclined to borrow funds for 
their equity contributions than were owners of urban firms (35. OX vs. 44.61 
respectively). While, the debt capital portion of thece small businesses 
appears relatively uncomplicated, the ownera showed a willingness to commit more 
than just funds thst were 'free and clear' to the operation of the business. 

Commercial banks were the most frequent source of debt capital. Between 
etart-up and December 1978, 130 of the 134 firms had assumed at least one formal 
loan. Commercial banks supplied 79Z of the 413 formal loans identifiwJ in the 
interviews. Previous owner accounted for 4 IX of the real estate loans. 



TABLE 3 

Type cr Loans by Sou *ca Between Start-up and December 1978 





Short 


Medium 


Long 


Real 


Total Reported 


Source 


Term 


Term 


Term 


Estate 


Number 


Percent 


Bank 


159 


77 


62 


30 


328 


79.4 


Savings & Loan 


0 


1 


0 


5 


6 


1.5 


Relative 


1 


2 


3 


3 


9 


l.l 


Friend 


0 


2 


0 


0 


2 


.5 


Previous Owner 


2 


2 


10 


28 


42 


10.2 


Finance Company 


0 


4 


1 


0 


5 


• 1.2 


Insurance Co. 


1 


0 


0 


0 


1 


.2 


Other 


9 


3 


6 


2 


20 


4.8 


Total Number of 














Loans Documented 


172 


91 


82 


68 


413 




Percent of Total 














Loans Documented 


41.62 


22. 01 


19.91 


16.51 







TABLE 4 

Number of Reepondents by Total Number of Rtcorded 
toans Reported Between Start-up and December 1978 



Typa of Loan* 


Nona 


1 


2 


3 


4 


5 


6 


Short-Tata 


67 
(50.0Z) 


27 
(20, 1Z) 


15 
(11.239 


7 

(5.2Z) 


5 

(3.7Z) 


4 

(3.0Z) 


9 

(6.7Z) 


Medium-Term 


79 
(59.07) 


32 
(23. 9Z) 


15 
(11. 2Z) 


4 

(3.0Z) 


3 

(2.2Z) 


1 

(0.7Z) 




Long-Term 


74 
(55.2X) 


44 

(32. 8Z) 


10 
(7.5Z) 


6 

.(4.5Z) 








Real Eatata 


75 
(56.0Z) 


53 
(39. 6X> 


3 

(2.2Z) 


3 

(2.2X) 









Short-term — maturity of less than ona yaar. 
Medium- term — aaturity of 1 through 3 yaara. 
Long-tara — aaturlty of' mora than 3 yaara. 



Tha intarviav aakad about 6 ahort-tera (maturity lesa than 12 monthe) , 6 
interaediete-tera (13-36 aontha aaturity), 3 long-tara (aaturity aora than 36 
month* and unaacurad with rami aatata) and 3 real aatata loana. Information 
requested included amount, Intaraat rate, source, maturity, purpose of loan and 
proportion of loan va^ua covered by collateral. Nona of tha firms used all four 
types of loans nor did aora than half of tha firm* us* any single type of tara 
loan. Seventy percent of the firms had 3 or fever loans, vhile 19Z of tha firm* 
interviewed had 43Z of the loans identified. 

Questions on the survey Lbout the terms of credit (e.g., amount of the , 
loan, interest rate, collateral required, aaturity in months) enabled us to 
examine differ encea in the rural/urban capital markets of Wisconsin and the 
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Influence of borroveir characteristics. A series of regression models estimated 
the influence fins characteristics (e.g., debt/net worth, location, size) had on 
the terns of credit [Peterson, Shaffer & Pulver]. Our regression analysis 
indicated that banks did alter the terms of credit among firms, but not in any 
consistent manner related to the characteristics of the firms. The extent of 
credit term differentiation was greater for short* and medium-term loans than 
t jt long-term or real estate loans. The general hypothesis was rural firms 
would receive more stringent terms of credit than urban firms. Rural firms 
received shorter maturities on medium- and long-term loans and paid higher 
interest rates on short-term loans than did urban firms. 

Supplier credit was the second most frequently. used source of debt capital 
by these firms. One hundred thirty of the firms used supplier credit 
and provided information on supplier credit used in 1977 and 1978. The terms of 
supplier credit varied among lines of business and often reflected the 
particular commodity financed rather than the type of firm per se. The average 
monthly amount of supplier credit used in 1978 increased 47Z over the 1977 
volume. Rural firms , while having roughly the same initial size of total 
assets, used substantially more supplier credit in 1977 ($27,696 vs. $24,628 
respectively) and increased the use of supplier credit more (68.02 vs. 28. 2Z). 
This suggests that if rural firms are having difficulty with acquiring operating 
capital from financial institutions they have subst~ uted supplier credit for a 
subotantial portion of that for* of capital. Despite the extensive use of 
supplier credit, 28. 51 of the firms did not always take advantage of supplier 
credit discounts. Insufficient operating capital was the reason given for this 
failure by 73Z of the firms. 
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Rural 

t 

Urban 
All Firms 



TABLE 5 

Average Monthly Supplier Credit* 
1977 1978 



$27,696 (n-58) 
24,628 (n-72) 
25,997 (n-130) 



146,579 (n-59) 
31,573 (n-73) 
38,217 (n-132) 



There was no significant difference at 10Z. 



Percent Change 



68.0 
28.2 
47.0 



One of the particular issues pursued in the survey vas capital acquisition 
problems these small business start-ups experienced or perceived in their 
operations. They vera aeked for opinions about how veil all financial 
institutions and commercial banks hsd met their financing needs. Most of these 
firms believed that all financial institutions served their needs very veil or 
rather veil (87. 9Z). The opinions about commercial banks serving needs very 
veil or rather veil vas still a substantial majority, but lover (78. 6%). At the 
other end of the scale, 3.8Z believed that all financial institutions had served 
their needs very poorly or rather poorly, and 10. 4Z of the firms held the 



TABLE 6 

Opinions About Financial Institutions and Banks M«eting 
Tour Credit Meeds 



Very Well 
Number Z 



Will 



Fair 



Poor 



ALL FINANCIAL INSTITUTIONS 

Rural (n-60) 34 56.7 17 28.3 8 

Urban (n-73) 44 60.3 22 30.1 3 

TOTAL (n-133) 78 58.6 39 29.3 11 

BANKS 

Rural (n-58) 34 58.6 9 15.5 

UrbanJn-6&) 45 66.2 11 16.2 

TOTAL*"* (n-126) 79 62.7 20 15.9 



Number Z Number Z Number Z 



8 
6 
14 



One firm did not respond. 
8 firms did not respond. 



Very Poor 
Number- Z 



13.3 — — 11./ 
4.1 — — 4 5.5 
8.3 — — 5 3.8 



13.8 5 8.6 2 3.4 
8.8 1 1.4 5 7.4 
11.: 6 4.8 7 5.6 



M 

>>,< 



opinion about comer ciel benks. Relet ively fewer of Che rurel firm* believed 
Chat ell financiel institutions end commercial banks were meeting their neede 
very well or rather well. 

More than one in five (22. 4Z) of the firmi did not believe they could find 
adequate expansion capital within 30 Biles of their operetlon. Rurel firms were 
more likely to believe they could not find expansion capital within e 30 mile 
radius than urban firms (25Z vs. 20. 3Z). This is perticularly significant since 
these firms collectively increesed their total essete by 92Z, their net worth by 
108Z and total employment by 49% between start-up etd December 1978. 

Twenty-four percent of the firms (2AZ) had at leeet one credit eppllcatlon 
turned down by a formal lending egency. Thre«-fourths of theee firms » however. 



TABLE 7 
Credit Deniel Experience 





# of 
Responsee 


Z of 
Total 33 


Q: What did you need the financing for? 






R: Operetlng cepltal 


21 


63.6 


Equipment/ fixtures 


6 


18.2 


To purcheee the business 


3 


9.1 


Building (purchese/renovatlon/ construction) 


3 


9.1 


TOTAL 


33 


100.0 


Q: What type of credit source did you go to? 






R: Benk 


21 


63.6 


Governmental agency 


5 


15.2 


Other 


7 


21.2 


TOTAL 


33 


100.0 
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TABLE 8 

Alternative Financing Routee After Credit 
Application Was Originally Rejected 

Number : 
Rtt ponding 

16— Took their original application to a second prospective source 

and vere successful. 
7— Took their original application to a second prospsctlvs eource; 

vers rsfussd again » but vsrs still able to get financing from 
sons source. 

1— Adjueted the original application and vas than accepted by the 

original source. 

1— Adjusted^ to the original application and hsd that new applica- 
tion accepted by the eecond eource approached. 
4— Tried at leaet two different eourcee but never vere succsssful. 
Abandonsd their attempt to gst financing after the flret rsfusal. 



TABLE 9 
Reaeone for Credit Denial 







Rural 




Urban 


All Firms 


number X 


Number Z 


Number X 


Did not accept proposed uee of 














the funde 


4 


26.6 


7 


36.5 


11 


* 33.3 


Lack of equity in buslneee 


2 


13.3 


5 


27.7 


7 


, 21.2 


Wanted more collateral 


3 


20.0 


2 


11.1 


5 


15.1 


Applicant vse considered unaccept- 












able credit rlek personally 


3 


20.0 


1 


5.5 


4 


12.1 


Required higher caeh down payment 


0 


0.0 


1 


5.5 


1 


3.0 


Had not fulfilled requirement 














to quality for loan 


I 


6.6 


0 


0.0 


I 


3.0 


Income too high for government 














loaa 


1 


6.6 


0 


0.0 


1 


3.0 


No reason given 


1 


6.6 


2 


11.1 


3 


9.1 


TOTAL 


15 


100.0 


18 


100.0 


33 


100.0 



vsre able to gst that request financed after approaching another lender. 
Operating capital requests vsrs ths most frsqusnt type of loan sppllcatlons 
turned down (63. 6X). Lenders offsrsd substantial Input Into. ths dsclslons by 



9. Six of ths ten firms approaching anothsr bank with an application 
prevlouely rejected had that application approved. 
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the firmi. The seasons for denying the loan request were 33. 3X did not ecctpt 
the proposed use of the funds, 21.2Z did not believe thst firms had sufficient 
equity and 11».1X required sore collateral. Rural banks were more likely to deny 
an application because cf inadequate collateral, and vtrt less likely to deny an 
application because of the proposed use of the funds or lack of equity than were 
urban banks. 

The data in Tables 8 and 10 indicate the difficulty judging credit 
applications and how variable the criteria are for acceptable applications or 

TABLE 10 

Growth Rates of Firms Denied Credit And All Firms 





Start-Up 


December 1978 


Percent Change 


AVERAGE TOTAL ASSETS 








Rural All Firms (n«60) 


$ 85,892 


$160,747 


87.2 


Rural Denied Credit (n-15) 


65,507 


228,720 


249.2 


Urban All Firms <n-74) 


89,321 


174,473 


95.3 


Urban Denied Credit (xv-18) 


105,905 


194,560 


83.7 


All Firms <n-134) 


87,785 


168,384 


91.8 


Firms Denied Credit (n-33) 


86,784 


210,087 


142.1 


AVERAGE NET WORTH 








Rural All Firms (n-60) 


34,244* 


61,624 


80.0 


Rural Firms Denied Credit 




(n-15) 


16,873* 


51,647 


206.0 


Urban All Firms (n-74) 


19,333 


48,836 


152.6 


Urban Firms Denied Credit 








(n-18) 


19,444 


53,403 


174.6 


All Firms (n-134) 


26,010 


54,138 


108.2 


Firms Denied Credit (n-33) 


18,276 


52,605 


187.8 


AVERAGE TOTAL EMPLOYMENT 








Rural All Firms (n-60) 


3.55 


7.50 


111.0 


Rural Firms Denied Credit 






(n-15) 


4.13, 


14.67 


255.2 


Urban All Firms (n-74) 


5.97 


8.73 


46.2 


Urban Firms Denied Credit 








(n-18) 


4.89* 


10.5O 


114.7 


All Firms (n-134) 


4.89 ' - 


8.18 


67.3 


Firms Denied Credit (n-33) 


4.54 


12.40 


173.1 



Significantly different at 10%. 
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how variable the tkills are in making the judgement. For the firms denied 
credit* total asseta, net worth, and total employment grew at a faster rata than 
for all firms in the aample. Thit phenomena occurred<4n both rural and urban 
regions with the exception of total assets for urban firms. 

The preceding evidence suggests the capitsl market difficulties of new 
small buainesses while existing sre not pervaelve. Capital etreaa for small . 
firms however i occurs in numerous ways and doea not lend itaelf to a alngle 
dimension measure. The firms either expreaslng an opinion of very poor or 
rather poor support of their needs by commercial banks or all financial 
inatitutiona or believing they could not acquire expansion capital in a 30 mile 
radius or having a loan requeat denied amounted to 442 of the flrma in the 
aample. The capital stress index Indicatea relatively more of the rural flrma 
(48.32) than urban flrma (40. 52) did not believe capital markets were 
functioning well from their perspective. 

Even with the relatively high share of firms experiencing some cspital 
stress, their opinions were almost equally divided about the need for a atace 
agency to either guarantee or make direct loans. While, 43.32 expreaaed aome 
interest in a atate agency to maka loans to small buaineaaea, 30.62 said there 
••as no need. The desire for s state loan guarantee was even lesa vlgoroua. 
Fewer flrar wanted a atate loan guarantee program (31. 32) than believed such s 
program wae needed (35. 8Z). Rural f'.rma were much more Intereated In a atate 
agency to make loans (54.52 favored) Chan urban firms (33. 82 favored). More 
urban firms actually indicated no need for a atate agency to make loana (35.12) 
than were in favor of such an ency. While more rural firms favored state 
guarantees of loans (35.02 favored) than believed there waa no nted (30.02) the 
interest in such a program waa much lesa enthusiastic. Again more urban firms 
believed there was no need for atate guarantees (40.52) than favored such a 



Q 13-217 0-85- 



354 



ERIC 




350 

5^ program (26. 4X). Tha btlitf In tht natd for • stata tgtncy to tlthtr malca or 

guarantaa mall basins ss loans lucraastd dramatically If tht fir* htd 
axptrlanctd a crtdlt dtnlal. Rural firm* wtrt much sort inttrttttd In stata 
eg ancy support than mart urban firm* afttr m crtdlt dtulal. Ona intarpratatlon 
of thaat rt suits is a vUllngnaas to morjt with a public 'tgtncy rathtr than the 
local bank rtgardlng small bualntss flnanca. Tat, a substantial proportion of 

I- 

thasa firms (21. 21) had an advtrst r taction to currtnt SEA and FaHA programs 
tvtn though nont had as ad thasa programs. 
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TABLE 11 
Hutd For t Stttt Agtccy 



Strong Mtsd 
Mumbtr I 



Soma Mttd 
Mumbtr 1 



NEED FOR STATE AGENCY TO MAKE LOAMS ST REGION 

Rursl 33 SS.O 12 20.0 

Urban 25 33.8 23 31.1 

TOTAL 58 43.3 35 26.1 

HEED FOR STATE AGENCY TO GUARANTEE LOANS BY REGION 

Rural 21 35.0 21 35.0 

Urban 21 28.4 23 31.1 

TOTAL 42 31.3 44 32.8 



No Haad 
Mumbtr 



IS 
26 
41 



18 
30 
48 



NEE? FOR A STATE AGENCY TO MAKE LOAMS BY REGION BY FIRMS DENIED CREDIT 
Rural U 73.3 2 13.3 2 

Urban 7 ' 38.9 4 22.2 7 

TOTAL 18 54.5 6 18.2 9 



2S.0 
3S.1 
30.6 



30.0 
40. 5 
35.8 



13.3 
38.9 
27.3 



MEED FOR A STATE AGENCY TO GUARANTEE LOANS BY REGION BY FIRMS DENIED CREDIT 
Rursl 9 60.0 4 26.7 2 13.3 

Urban 7 38.9 4 22.2 7 38.9 

TOTAL 16 48.5 8 24.2 9 27.3 
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CONCLUSIONS 



Ont interpretation of tht evidtnct prt tented In thia papar auggaata rural 
capital marietta ara functioning relatively wall for many nav email buelneeaee. 
Only a nominal proportion of tht nav null firms axpariancad any specific, form , 
of capital market difficulty (e.g. adveree opinion about financial inatitutiona 
eervicea, had baan daniad cradit or vara unabla to find capital locally). Y«t» 
whan a broadar parapactiva of capital market failura ia used 4AZ of all tht 
firma and 48.3X of rural firms vara caitgorlttd aa experiencing some capital 
at rata. Capital market difficultiaa taka many diffarant forma and no aingla 
firm ia nacaaaarily affactad by all forma. Nor doaa a aingla aeaaure captura 4 
all tht diffarant aapacta of capital ttraaa. 

Generally, cheat nav tmall bualnaaaaa vara not particularly intaraatad in 
atata aganciaa to maka or guarantaa tmall buainaaa loana. .Thia inttrttt 
incraaaud vith rural locationa and having a loan raquaat daniad. Othar avidanca 
indicatea that amall rural banka vara not activa uaars of loan guarantaaa or 
atllara of portiona of commtrcial and induatrial loana into the stcondary 
markat. Attampta to uaa aacondary loan markat to 'solve* rural capital markat. 
failuraa for never-ft&aiUr buaiuaaaaa through axiating banka, tsptcially amallar 
banka, may not yiald aubatantial improvement in tht movement of capital. 

Thaat nav amall buainaaata did not uaa complax capital packagta to atart 
and support their operations. Banka vara the moat common eourca of loans and. 
auppliar cradit vaa an impoitant a source of operating capital. Long-term debt 
was difficult to acquire. Attempta to provide capital to never-smaller 
buainaaaas may be facilitated through the use of financing suppliers rather than 
the small businesses themselves. 
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While th* snalysie of the effect • of bank lnvsstmsnt policies on locel 
Income suggest e nonlocsl lnvsstmsnt e did not have a negative effect on local 
income change, local lending did have a poeltive effect* This linkage was 
stronger in nonmstropolltsn count iee. The elgniflcant role local banks play in 
local economic development can not be denied* and the information chared hers 
indicates there could be a substantial local opportunity cost in sxcssslvs 
non-local Investment e by the local bank* 

The variability in capacity to judge loan applications was highlighted by 
ths high succsss rats of firms r •-applying to anothsr lender, plus the fastsr 
growth rstss of firms denied credit compsrsd to the growth rsts of all firms* 
This cspaclty to evaluate loan riek le crucial regardless of whether the bank 
funds ths loan with local or non-local funds* 

Ths analysis of change in loan to depoelt ratloe implies the eurge in 
lending as banks become affiliated with holding companlee is transitory* 
Argument e that smaller banks becomin* aff iliatsd with holding companies will 
improve local capital msrkets wss nslthsr confirmed or denied* Lenilng sctlvlty 
of mature affiliated banks doss not sppsar to differ from non-affiliated banks* 
Othsr proported changss such ss additional ssrvlcss or better rlek evaluation 
were beyond your data* 

The ircreassd size snd complexity of economic development sctlvltlss in 
'rural sress may prscluds smaller locsl banks from being active participants, if 
thle is true, then sf forts to finance rural economic development msy need to 
rely on alternative forms of financing. 
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Mr. Jah* [presiding]. Thank you, Mr. Shaffer. 

For the record, my name is Dale Jahr. I am senior economist for 
the Joint Economic Committee and coordinator of the Senator's 
rural economic agenda. 

Senator Abdnor asked me to convey his deep regrets for having 
to leave before the end of the hearing this morning. As you may 
know, the Senate went into closed-door executive session sometime 
ago to discuss the situation in Beruit. 

Our final panelist this morning is Mr. David Meadows, who is 
Associate Director of the Division of Bank Supervision at the FDIC. 

Mr. Meadows. 

STATEMENT OF A DAVID MEADOWS, ASSOCIATE DIRECTOR, DI- 
VISION OF BANK SUPERVISION, FEDERAL DEPOSIT INSUR- 
ANCE CORPORATION 

Mr. Meadows. My name is A. David Meadows. I am the Associ- 
ate Director of the Division of Bank Supervision at the Federal De- 
posit Insurance Corporation. My responsibilities primarily are in 
the area of overall bank supervision. I oversee the supervision and 
enforcement activities involving problem banks. I also oversee the 
FDIC's involvement in failing banks and assistance transactions. 

We welcome the opportunity to present the FDICs views on 
issues related to the current farm situation and the impact of that 
situation on the banking industry and the implications for bank su- 
pervision and regulation. My remarks will focus primarily on tho 
affect of farm problems on banks and the FDIC. 

The problems with agricultural banks began in 1981 and 1982 
and became increasingly noticeable in the banks in mid-1984. 
During 1985, the number of problem banks and agricultural bank 
failures have grown and it appears that problems with agricultural 
banks will continue to grow until the conditions in the agricultural 
economy show improvement. 

I might add that of the 47 bank failures we've had so far this 
year, 27 were considered to be agricultural banks, roughly 57 per- 
cent of the failures. 

Despite the dramatic increase in problem banks and bank fail- 
ures, the situation is manageable, although there could be disrup- 
tion in the communities where bank failures occur. 

Also, despite the record failures, the FDIC fund continues to be 
strong and continues to grow with assets over $18 billion. 

There have been many suggestions for ways to deal with the situ- 
ation. The FDIC, along with other bank regulators, have spent 
countless hours meeting with various groups for the purpose of 
learning, as well as exploring ways to improve the farm situation. 

While many of the suggestions have merit, some do not seem to 
get to the root cause and, at best, may only provide stop-gap relief. 

I think it is clear from the discussions in which I have participat- 
ed that the farm situation will not show noticeable improvement 
until there is reinvigoration of the agricultural economy. Further- 
more, this improvement seems dependent upon, as other speakers 
have mentioned, getting the Federal budget deficit under control, 
lower real interest rates, and, to some extent, improved foreign 
markets for American farm products. 



355 

I might add that availability of credit d6es not appear to be a 

Eroblem; rather, a irajor problem with the banks seems to be the 
ick of creditworthy borrowers. 

It is doubtful that a painless solution can be found. No doubt 
many farmers will find it necessary to exit from the farm, business, 
possibly at wnaderable financial sacrifice. In addition, there likely 
will be additional bank failures in farm communities ' 

The FDIC is acutely aware of and sympathetic toxthe agricultur- 
al crisis. However, there is little we can by bureelvc&do to alleviate 
the 5 agricultural credit problem. We will continue tolparlicipate in 
initiative to aid in the recovery of the agricultuSlfsector when : 
such initiatives are consistent .with considerations oFsafettttand 
soundness and maintaining confidence in the banking system, I'd 
be glad to answer any questions, 

Mr, Jahr. Thank you very much, Mr, Meadows. Our panel repre- 
sents a very broad spectrum of the financial services industry and 
also the analysis of it. . * . 

u F& e i^ e * ^*U° W me » 1 would to ask some questions on 
behalf of Senator Abdnor, ^ 

Very few industries have gone through the kind of regulatory 
change in the regulatory structure imposed on them as has the 
banking industry. We have 50-year-old regulations and guidelines 
that just haven t been working as well in recent years as they 
should to protect consumers, the industry, and the national inter- 
est. 

I would like to read a list of banking terms which have been 
cited in public policy forums in recent years and I would like vou 
gertlemen to respond briefly, if you would, as to how rural Amer- 
ica and its financial institutions have been affected by these' terms. 

To start with, let s discuss interest rate deregulation on deposits. 
Would any of you care to comment on that? 

Mr. Killebrew. 

Mr. Killebrew. Well, I guess it's both good news and bad news. 
t or those customers who are savers at our institution, interest rate 
deregulation has been a long-awaited boon. They have prospered by 
it and they believe that it's something that's been very positive. 

For the borrowers at those same institutions, interest' rate de- 
regulation has caused problems. It's increased their cost of funds 
whidi they were borrowing from the bank and has contributed in 
rural communities to some of the problems that are bfeing experi- 
enced by the farmers and the agri-business people. 

But I think in the overall, it has been positive, because all of us 
have mentioned that availability of fiinds has hot been a problem 
?L t l us P a $ cular t™* # we go back to 1969 and 1970 and again in 
1974 and 1975, when we saw periods of higher interest rates, there 
were problems of availability of funds because the funds were not 
available in the local institutions. They were going to other places 
where there was a higher return, c - * * - k % 

With interest rate deregulation, we have got away from having 
credit crunches, so*to speak. There are many citizens who live in 
our communities that are depositors who have benefited greatly bv 
them. J 

Mr. Jahr. Would you or any of the other witnesses recommend 
or advocate a return to regulation Q? 
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Mr. Killebrew. I would not advocate that 
Mr. Meadows. We certainly would not. 

Mr. Gerhart. Well, I think the interest costs since deregulation 
in the area that I serve have gone up 4 or 5 or 6 percent, I suppose. 
It's been very hard on our borrowers, as was pointed out here. 

It would be pretty hard, however, to go back to regulating inter- 
est rates that banks can pay their depositors without also putting 
controls on mutual funds and other competitive type instruments. 

And that's really what's raised cain with us, of course. 

Mr. Jahe. The next term is monetary policy. Perhaps any of you 
may want to discuss how changes in monetary policy in recent 
years have had an impact on rural banking.institutions. 

Mr. Killebrew. In my prepared statement, I pointed out that the 
change in monetary policy with the Federal Reserve had been one 
of the things that had contributed to higher interest rates. But I 
think that the other side of that is the effect it has had on infla- 
tion. It has brought inflation under control, or down to an accepta- 
ble level. There was a time when we looked at 4-percent inflation 
as being high. But it is certainly much more favorable than 12 and 
15 percent. But the cost of that has fallen heavily on the shoulders 
of those farmers who were in a high leverage position. And those 
are the people, I think, that make up the 30 percent of the farm 
customers who are in trouble that Mr. Partee related to earlier this 
morning and those are the borrowers that are causing all of us at 
this table the biggest portion of our problems. 

Mr. Gerhart. Well, being one of the five leading economists in 
Newman Grove, NE doesn't really qualify me to second-guess the 
Fed 

[Laughter.] 

Mr. Gerhart [continuing]. Except to say that until we get a 
fiscal policy in this country to get the deficit under control and ev- 
erything, why, I really can't find fault with the Fed for trying to 
maintain a monetary policy that will hold down inflation. 

Mr. Jahr. I know if Senator Abdnor were here, he would agree 
with you strongly. 

Would any of you like to comment on interstate banking? 

Mr. Gerhart. Well, I will. [Laughter.] 

And then I'll shut up. , 
I don't see where different types of banking structure or this 
interstate banking or anything else is going to help anything that 
we've been talking about this morning. These farmers need prices. 
And moving to different types of banking organizations, or what- 
ever, soft Government credit, as I mentioned, is not going to solve 
any problems. In fact, it could accelerate the flow of funds out of 
the rural communities if these larger banks can find better uses for 
their funds than putting them into some of these very high risk 
farm operational loans right now. 

Mr. Shaffer. Parts of my testimony and prepared statement ad- 
dress the holding company portion of that question. Our research 
suggests that the initial surge of lending activities tends to be a 
transitory phenomenon, at least in rural Wisconsin communities. 
So I would tend to agree with Mr. Gerhart's general conclusion 
that it probably would not be a great boon for rural areas. 
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J^kE^ 8 *?' \ gn ^ 88 1 wculd agree with Mr. Gerhart that it's 
P™!^ n <* goiLg to have a great effect on the supply demand for 
agricultural commodities or commodity prices. I do think it could 
have some positive results as far as the availability ofcaDital for 
banking institutions in the rural communities. I think it'hXme 
positive benefits from the standpoint of being abl^to diversify see? 
graphically. AM name of the banks thaiSre locltoiTSS 
rural areas, if they could in some way , become affiliated with a 
bank in a metropolitan area and w^^U^k^^SSi 
and also help spread out some of the burden; and M^artee .The- 
heve, alluded to that , to his testimony th£ morS, STfect^ 
wloWea, °* SOm > 9 ^ agricult^^le^ Wa. 

Mr. Meadows. You know, it's difficult to talk about interstate 
bankmg as ,t relates to some orthese rural areas. 'Some oTthe 
S?v^ ft?* 6Ven ^ to branch m'the'next town or even 
™^o??^ ^ ^e encouraged, through.our testimo- 

ny, that these States take a look at various lawswhich restrict 
WWng to see if they really serve the needs & the jpesSFgay 

Mr. Jahr. Next, how are rural communities affected by bank 
Se'uSustay? 8 greater TOncentration °f financial resources within 

Mr. Shaffer. We're just starting a study looking at that specific 
9^°?J ere are some people in the western part of the United.' 
States looking at that question. Some of the, earty and tentative 
evidence suggests an improvement in the quality oTservices avail- 
able m form of returns on deposits, in capacity to make judgments 
on loan applications a typical small town banker may onlyseVonce 
eveg 2 or 3 years, and through increased access to some XocaJ 

£ contrast, there also appears to be a loss, of management com- 
mitted o. tied to that local area. What sometimeTappeara is bank 
managers who are on the proverbial corporate ladder and, this 

I^f^fT 1 ^ ban & 18 iust . one on that ladder. To^the, 
extent that that doesn't occur, it seems to be a fairly positive infiu- 

Mr. J ahr. Ho w has rural America been affected by the emer- 
gence of nonbank banks? 
Mr. Meadows. 

Mr. Meadows. I don't know that we've really seen any affect on 
w t i^t 1 * 108 - ^ lere J ? re a nu «»i»r of nonbank banks nationwide, 
but I think very few of them are in small rural communities. 

In fact, I don t know of any that are in small rural communities. 

Mr. Jahr. If they aren't there, perhaps there are savers or inves- 
tors in rural communities which, instead of investing their funds in 
banks commumty hank ' 0X0 imt&ad attracted to these nonbank 

Is that occurring? 

Mr. Meadows. Well, that may occur. But it's pretty much* na- 
S^TuTfc et ' j 111 ?™??' \ thi P k ' because someone mentioned the 
fact that the ads m the local paper were from financial interme- 
diaries located many miles away. And whether you have a non- 
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bank bank or not, there's going to be someone else other than the 
bank competing for those savings dollars. 

Mr. Gerhart. I might comment on the nonbank thing. I have 
two classes of customers in a country bank in Nebraska. The one 
class are the depositors, who are generally the older residents of 
the community, sometimes retired residents who have farmed and 
sold their farms and they've converted to cash and they have the, 
deposits. ^. \ 7 \> x 

The borrowers are the other group I nave that are borrowing this 
money and they're operating' farmers and ranchers*and livestock 
people. , , ,n . > » *• ,„ v -* . u 

The advent of the nonbank bank I don't think we've felt yet».but 
we will. And I think the way well feel it will'be that we'll have a 
much staffer demand competition for deposit dollars. I don't' think 
the nonbank banks are going to be interested in servicing these ag- 
ricultural borrowers that we're trying to keep alivf now. But they 
will be going after the deposit dollars in the rural communities and. 
make it just that much more difficult to service agriculture. 

Mr. Jahr. Out of curiosity, |s the typical rural resident a net . 
saver or a net borrower? k 

Mr. Killebrew. I would agree as far as the makeup of the cus- 
tomers being net borrowers or net savers. It has a great deal ,to* do 
with age. Those people reach about 50 years of age and they have 
their homes, making their last mortgage payments and their chil- 
dren are beginning to get out of college. They become net savers 
rather than net borrowers. 

That's also true with many of our small business and farm cus- 
tomers, although in recent years the farm customers, we've had 
more net borrowers than weVe had net saverb, and that's been one 
of tiie problems. ' 1 * 

As far as the effect of the nonbank bank, we see it in our little 
community in terms of brokerage houses, in terms of the local Pru- 
dential Bache insurance agent who runs ads in the paper and sells 
FSUOinsured deposits in the community. Yet, he has absolutely 
no— he's not required for CRA-type of activities such as we are to 
show that we are meeting the needs, the credit needs of our com- 
munity. 

I really have no objection to these people marketing these types 
of instruments in the community as long as they have the same re- 
sponsibility that I have in the community and the same responsi- 
bility of meeting credit needs, meeting certain credit standards, 
meeting certain disclosure requirements that we are required by 
the FDIC and others to meet. 

I think these competitors, if they're going to operate in our 
market, need to be subject to the same level of regulation and the 
same level of disclosure and the same level of accounting standards 
so that the public can make an honest decision as to which is the 
safest and the soundest place for them to place their dollars. 

Mr. Jahr. In your estimation, could these alternative places for 
depositors to place their funds jeopardize the local economy; that 
is, could these towns run out of funds available for local economic 
development? 

Mr. Killebrew. If I understood Mr. Shaffer s testimony when he 
was giving it, he alluded to something about, that as the cost of 
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funds rose, the level of lending activity, or the willingness of the 
lenders to lend in the community declines ^ 
tJSPtJk *£ 8 A willingness' of the lenders to lend. I 

^activity 6 borrowers to pay that really reduces 

And in a national market, during times of high interest rates 
these times of extreme high interest rates, 
the institutions who are in those local economieshave to raise the 
rates to their savers in order to keep that money in the community 
and have it available to meet loan demands. " 

But as interest rates rise, you very quickly begin to lose a large 
segment ofyour borrowing 4 customere..They just caa't affordto pay 
the rates. 'Hie businesses in those communifies'-for a long pericxiof 
time have been based on being able to borrow money at8- or 9- 
percent interest. The businesses will make 10-, 12-percent return 
on their assets. ,.» . 

But when you have to pay i5 percent for the:money and you're 
^rfc^* 0 *} 2 *ffff* ton toe^asseto, it just. dWt wort 

Mr. Siwwkb. Mr . Killebrew is quite correct in <»pturing the 
nuance of what I said. But one of the things that we foundih look- 
ing at existing banks and their willingness to use external and non- 
deposit funds was that many of .those smaller banks, assets of $100 
million or less, were not using existing mechanisms to bring capital 
into those rural communities. ■ * 

Now if that pattern continues and if the deposit base is drown 
out of rural communities, then those banks wuTfind themselves in- 
creasingly pressed to service the needs of more highly capitalized 
farming operations or even some of the medium-sized nonfarm 
businesses starting to appear in rural Wisconsin. 

Mr. Jahb. As all of you know, market forces coming to bear on 
Pe™^ c] ^ services mdustry are blurring the distinction between 
banks, thrift institutions, securities ^business, and even insurance. 

How is that going to affect rural communities? 
♦i, A n V^ ebrew '- *? testimony, yo U alluded to the fact that 
the ABA is very interested in expanding the types of services it can 
offer its consumers. 

Mr. KiLLBBEBW. I think there are quite a few things going on in 
the economy as a whole and also in the rural economy as far as 
how agriculture ls -being financed. And I think that's one of the 
real big questions that we have here today— who's going to finance 
agriculture 10, 15 years from now? What role is the farm credit 
system going to play? What role is the local commercial bank, 
whether it be an independent bank or a member of a large holding 
SSSre? a branch of a larger bank, going to.piay in financing 

I think an interesting development that we have seen in our 
area, there s a . company in Moline, IL called John Deere. John 
Deere has traditionally been the maker and manufacturer of farm 
equipment ' «• . 

About 5 years ago, they purchased an insurance company. They 
about 2 years ago purchased a credit card company. They have now 
started opening up branches of John Deere Insurance Co. in com- 
munities and offering a full line of both casualty and life insurance 
products. 
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Is it out of line to think that maybe at sometime — at this point 
their credit card company is only used by their dealers and it's in 
its infancy. But I can see them following along the same lines that 
Sears is certainly attempting to go with a Discover card and with 
their security arm and with their Coldwell Banker and real estate. 

And I think that we're going to see major attempts for financial 
supermarkets, so to speak, and one-stop type of financial services. 
The farm credit service certainly looked into that in some areas. 
They offer some insurance products, some recordkeeping products 
at this pointy in addition to credit functions. *? 

I think that you're going to see the banking industry needs to be 
able to participate , in those activities and broaden that product 
line. We te not all going to be in real estate brokerage. We're riot 
all going to be taking equity participations. We're not all going to 
be in insurance. 

But I think that as niches in our marketplace appear, we .should 
be able to take advantage of that and compete with others who 
have those advantages today. 

Mr. Gerhart. Well, I'll just comment that the smaller banks in 
Nebraska, anyway, and I think this is true in the Midwest, already 
have insurance powers and they already have real estate brokers, 
usually, or often within the banks. So those services have been, and 
are, available now. T s 

The securities powers don't really amount to too much for the 
small banks, although they probably amount to some profit centers 
for the larger banks and I nave no objection to that. But the real 
thing that's going to make or break the area that I serve out there 
is not more services and that type of thing so much as profitability 
or prices coming back to our borrowers, who are really the founda- 
tion of our rural communities. 

So the other things are ?all secondary to getting a price and a 
profitability situation out in the rural areas. ; * 

Mr. Killebrew. The insurance and real estate really varies from 
State to State, and what you can do in Iowa and Nebraska is quite 
different from what we can do in Illinois and some other States. 

Mr. Jahr. Would you prefer being regulated at the State level as 
it is now or the Federal level? 

Mr. Killebrew. I'm a great believer in States rights, but I do be- 
lieve that we ought to have the level of permissible activities for 
the holding companies to include these- areas so that they can 
become permissible activities under the bank holding company. 

At this time, it's limited to banks and communities of under 
5,000 or under $50 million in assets, and that's fairly restrictive. 
We talk about banks under $100 million here today and that leaves 
a lot of banks out of that particular guideline. 

Mr. Jahr. George, we're not meaning to leave you out of this dis- 
cussion at all. [Laughter.]. 

As a matter of fact, you probfibly can guess, we have many ques- 
tions having to do with the farm credit system. After hearing' 
rumors about problems in the Federal Land Bank in.Omaha, Spo- 
kane, and even recent rumors of trouble in Minneapolis. 

I know that Senator Abdnor would relay to. you an incident that 
occurred last February in a regional field hearing of the Joint Eco- 
nomic Committee in Freeman, SD. We had several ranchers and 
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TfTnT fr ° m ° orthern Nebraska and southern South Dakota come 
in and present some very convincing testimony about kFeSSl 

bee? wJ2 f ^unity bank just 10 miles away. Kad 

a^tJErf ftSft leaVmg d0 ^ ns of ftnnera and rahchera wfthcut 
any type of local financing options available to them He toe«£»3 < 
cemed that the farm credit system didn't tt&WcSuRS 
what s going on with commercial lending institutioS when it riade 
a decision independent of them to closetheir dbS * 
Mr. Irwin. I presume you'dlikea Uttle' bit of reaction anvwav 

evaluating its financial viability. The farmcrSt^m' fi™ 

tfA n ?n?? ,e P 0 ^™ ^ e a bank holdinSSanTwould 
have m ttie ability to provide assistance to a 3'3S' 

But the same lands of conditions that caused th&ie MnWr^i 

Se7the°lot tffi ^% were' the^nSns^SaTS 
uf^V 1 w P w J fc5 »* and the farm credit system to be in exact- 

fcSffcT 6 5f* ^ 5° you wduld ^ <>f e^ect thttyou 3d 
have the confluence of these problems in that a^. ■ ' 

banker aSl twJS?f£ ^i^ 6 ^ would * »^ved with the = 

fafteSer ,wS ^S?" ^ 1,8 just like oure ' ^ there 
is a takeover institution m almost all cases, and those customer* 

may for a short time perceive that theytoiV have wrvS But 

aTLnK VS 6 ,* 0 asaure that thoso customers thaTdb 'have 
any kind of potential are spun off into another financial oreaS 
tion that can serve them equally well m orgamza- 

xssss^r And what to^fott 

JJ-JS J think both the deposit insurance and the farm 
credit system have mechanisms where someone handling the Ucmi- 
dation can provide interim financing to these Spied situation 
where there isn't any other place.forthem togo. pP sltua tions 

Ut course, at that point, the objective does become clearlv orderlv 
hquidation^ There really isn't any more forebear^ Kid That 

S 68 f 00(1 861186 to Protect the issets. y wnat 

between^ mr -n^fT 01 M ^*»tion that takes place 

Mr. Meapows I'm not aware that there is any communication 
It n?frmt e t^ hiDgt0n leVeh Wh6ther ther6 HERS 

But I think I should point om that the FDICVrole generally is to 
try to find a k er for a failed bank. A new bank would K?b?£ 
the community to make loans to cre<h^orth7STera Unfortu 
nately as George, I think, indicated, there^a^^rVmS- 

niwhSutiof 0 Pn>bably W0Uld DOt qUaJif y for^t fronX 
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The other tiling that has occurred is* that we frequently find 
there is absolutely no interest in some of these small communities. 
In other words, we have had a few cases recently where we adver- 
tised or tried to put a bank up for bid and no one wanted it In 
thvse situations, our only choice, then, is to. pay off the insured de- 
positors* ^ ^ , v 

Mr* Jahr* Do you expect that to become a trend, by the way? 

Mr* Meadows* Do I expect it to "become a trend? No; I dont 
tlink so* But the.fect is that there are a number of banks located 
in one-bank communities where the cxMnmunity is literally drying 
up* Bankers are Businessmen^ and I, think a number of thenv -or 
most of them, would be mucfi more interested in a thriving commu- 
nity than one that appears to be dying- 
Mr. Jahr* Anyone else care to comment.on that? r t . 

[No response, j f . * w . 

Mr* Jahr. George, I have another question for you* Is it true that 
the farm credit system is shuffling bad debte among its regional 
centers in an effort to elude looming insolvency problems at inch- 
vidual Federal land banks? \ < r , tM 

Mr. Irwin* Well, the specific answer to your question is 'Iho* ^ 
But beyond that, the problem we have currently is not with the 
Federal land banks* It's with the Federal intermediate credit banks 
and the PCA's, because it's basically the short-term credit repay- 
ment problem that has caused most of the losses in the last couple 
of years* 

The problem of trying to mobilize a dispersed capital ba»e to 
solve these problems is the one that they ai^ dealing with, and 
they are not shuffling things around to trjr to hide them from any- . 
body in particular, but to be able to deal with them* ' % ' - 

Mr. Jahr. Mr. Meadows, occasionally when I m. out in the field 
on committee business, I will hear complaints among community 
bankers that they have to pay the same rate for deposit insurance 
as do large money centers. - 

Would you care to comment on the rate structure for deposit in- 
surance? 

Mr* Meadows* Well, it is true that all banks pay basically the 
same rate* The FDIC has proposed legislation which would allow us 
to charge premiums based on the degree of risk in the individual 
institutions* And we are hopeful that that legislation will be 
passed, which would enable us to more fairly charge premiums 
based on the risk to the Federal deposit insurance fund. 

We're also proposing that we should be allowed to charge i>rob- 
Lm banks for the cost of the extra supervision which is required. 

Mr. Jahr. What is the position of the ABA with regard to deiweit 
insurance? # t . , , 

Mr. Killebrew. Well, I believe the ABA supports the risk-related 
premium, which has been proposed by the FDIC. It views this as a 
positive step and as a part of deposit insurance reform, and only a 
very small part of what needs to be done in overall deposit insur- 
ance reform. 

Mr. Jahr. Is that true for the IBA, too? . * 

Mr. Gephart. The IBA certainly is in favor of the FDICs recom- 
mendations to that effect. We atoo feel that the foreign deposits, 
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which some of the larger bankfj enjoy without, as I understand, 
paying a premium on, isn't fair to the small banks. 

Fm paying a deposit insurance premium on all of my deposits in 
Newman Grove, NE. I feel that that should be true of everyone. 

Mr. Jahr. In recent weeks, we've seen problems with runs on de- 
posits in the States of Ohio and Maryland. Do you anticipate any 
other States are going to be having problems in the near future? 

Mr. Meadows. Well, I assume that that question was directed to 
the FDIC. 

Those particular runs were in privately insured institutions. 
There aren t many States which permit this particular kind of in- 
stitution. 

I think steps are already underway in a number of States to re- 
quire Federal deposit insurance for the privately insured institu- 
tions. And we're hopeful that there will not be a recurrence of the 
chaos that developed in Ohio and Maryland. 

Mr. Jahr. That concludes the questions that I have for the wit- 
nesses at this hearing, li any of you wish to make any kind of con- 
cluding remarks, certainly feel welcome to. 

[No response.] 

Mr. Jahr. If not, on behalf of Senator Abdnor and the Joint Eco- 
nomic Committee, we want to extend our gratitude and apprecia- 
tion for your appearance here. 

The rural economic initiative has benefited greatly by your ap- 
pearance here. 

The subcommittee will stand in acUournment. Thank you. 

[Whereupon, at 12:20 p.m., the subcommittee adjourned, subject 
to the call of the Chair.] 




RURAL EDUCATION 



MONDAY, JULY 1, 1985 

Congress o? the United States, 
Subcommittee on Agriculture and Transportation 

of the Joint Economic Committee, 

Washington, DC. 

The subcommittee met, pursuant to notice, at 10 a.m., in the Hol- 
iday Inn, Mitchell, SD, Hon. James Abdnor (chairman of the sub- 
committee) presiding. 

Present: Senator Abdnor. . 

Also present: Mike Freeman, professional staff member. 
OPENING STATEMENT OF SENATOR ABDNOR, CHAIRMAN 

Senator Abdnor. The Subcommittee on Agriculture and Trans- 
portation of the Joint Economic Committee will come, to order I 
have been looking forward to having this meeting out of Washing- 
ton, out in the field where we could really hear from the people. 
. T^^r 0 ^ 01 ^ 38 . a h 9R a fide meeting taking place in Washing- 
ton, DC. We do occasionally take the committee out into the field. I 
would have luced to have been able to have other members of the 
subcommittee nere, but they're scattered all over their States and 
districts, so we re going to go ahead with me, chairman of the sub- 
committee. I m vice chairman of the Joint Economic Committee, 
back in Washington. That's made up of both the House and the 
benate, and the chairman is a gentleman by the name of Congress- 
man Obey of Wisconsin from the House side. I am the ranking 
member m the Senate. ~«^5 

The issue— the topic that we have chosen for the 99th Congress, 
that I feel is extremely important, is how do we revitalize rural 
Amenai. Two years ago, I was chairman of the subcommittee, and 
we probably had the most complete and comprehensive hearings 
ever held on the subject of agriculture. We had over 200 witnesses 
and, I think, 4,000 pages of testimony that I turned over to the Ag- 
riculture Committee for their use. 

We convened the first meeting this year in Freeman, SD, and 
these hearings, I think, have tremendous ramifications These 
hearings have been taking place in Washington, DC, and South 
Dakota and are aimed at a subject that has critical importance, but 
that is looked at all too seldom in the Halls of Congress. That sub- 
ject is America's rural economy, ite problems and its potential, and 
believe me, since we began these hearings, a lot of people in Wash- 
ington have begun opening their eyes on this issue. As vice chair- 
man of the Joint Economic Committee, I am coordinating these 
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hearings and intend to use them for at least very significant pur- 
poses. 

First of all, I want these meetings to enlighten the rest of the 
Washington establishment that, yes, there is a rural America, and 
yes, we are having problems in what I've called the forgotten econ- 
omy. The economic recovery enjoyed bvjnoet of America bypassed 
States like ours. That's why I coined the .phrase "the forgotten 
economy." While the rest of the Nation talks about economic re- 
birth, we are faced with the death of many of our farms and our 
small businesses. The second purpose of these hearings, is to take a 
step toward developing solutions for problems we face. In order to 
bring prosperity? back to -States like ours, .we^nust develop long- 
term and not stop-gap answers, and the answers aren't: going to 
come from the professional bureaucrats that have brought on many 
of our problems. It's going to come from the people who work and 
live in rural America, not those who write the rules, and regula- 
tions for it. * 

Those are the two primary purposes in this project, and I belieye 
we're seeing some success in reaching those goals. In fact, I think 
that's indicated by the fact that other officeholders in the "State 
will be holding meetings iust like these in the near future. I want 
to welcome members of this very worthwhile and necessary effort. 
Even before we began this project in Freeman in February/ 1 real- 
ized that we couldn't look at these economic issues in sheer dollars 
and cents. We have to look at how these matters will affect our ev- 
eryday lives. We have held recent hearings in Washington to deter- 
mine now health care and other community services will be affect- 
ed by our changing economic climate and resources. Today we will 
take the same look at the subject of education. 

Let me make one point clear. It is a matter of principle in this 
country that citizens in rural areas should have the same educa- 
tional opportunities as our urban counterparts. We cannot afford 
no less and we shall expect no less. The task is to maintain that 
kind of quality education system given the economic factors we 
must deal with. In many rural areas throughout the country, 
school enrollments are declining and tax bases are eroding due to 
the lack of economic resurgence in rural America. Given these fac- 
tors, we must find innovative ways to maintain an educational 
system that is fair to our small communities, to our taxpayer?, to 
the businesses that will hire the profits of this, school system, and 
most of all, to our future generation. 

We have the kind of witnesses today who will help us get started 
on that task. We are fortunate to have representatives of the South 
Dakota school administrators, teachers, school boards, and parents. 
The subcommittee's foremost interest today is to hear from these 
people who deal with the South Dakota education system on, a day- 
to-day basis. I might add my own disappointment that the. South 
Dakota Education Association wasn't.able to send a representative 
to today's hearing. They did wish to participate, but many of their 
leaders are in conference in Washington, DC, today and they send 
their regrets that they could not have a representative present. 

We are going to have to finish the hearing by noon today. Be- 
cause we do need to hear from representatives of the various edu- 
cational groups, we may not be able to get to all of you that would 
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wish to make comments here today. If we can't get to all of you I 
do wish you would suhmit written comments that will bWmepa.-t 
f ' ^ record of this hearing. I think I'm connect 2 
saying that the record will stay open for 2 or 3 weeks. 
JnTTi! 161 * 6 8 3 httl f. ^information on the news, that this was 
£2L5 ** ** F mee , m S- no Wfl y was* that the. purpose. Thl 
meeting was set up well jver.a month ago for^the .pwposerf^duS 
A S 80 tha /s Why . fought theWitnkesSSed todS; 
and I feel very fortunate that we have the kind.df people -^ho^t 
resent large groups in the educational»field. We waKesTp^te 

frtf ""^ there * ^t much weSS 
^te level. That's a State matter, but we want-to knowhow the?> 

^ m w tmg "V" *! ^concerned. I came here to hearthtedS- 
tors, because I want to find some figures, facts, , and possible an- 
swers when we go back to discuss this subject, and soTfeel 45 
fortunate m having Mr. Dennis Peterson who if^perintendent S 
schoofc here in Mitchell who will be representing thSfo™Xte 

ent of West Central Pubhc Schools. I've asked these two^eople to 
come to the table here and we'll wait tohear from-them. < 

vnuta ™ 1Si 1 dldn T t *S v ? y0U ^ instru'cffons on what we want 
you to say because I think you know a lot more about this subject 
of education and how it affects South Dakota and what Sou* 
stSt°?u *** d0Wn the r0ad - 80 Mr - Pete ™n, do you wS £ 



ST ^n M n E i?M^2^ IS L PETERSON, SUPERINTENDENT OP 

SKS DAKOTA EHALF ° F ^ SCH °° L ADMN - 

H,5!L? ETERSO , N \ Senator l Abdnor ' it>s a Pleasure to have this oppor- 
tunity to speak to you about the problems facing rural education 

ShFImS Sre ve P^ ly lin . ked to dur mostimpo^rtanSS 
JSnS S^wf 88 that u*®?™ 1 *™. We believe that the ecc- 
3 ? q^E n n2T facin g, much of *e rural Midwest and nearly all 
uth Dakota are placing stresses on communities and school 
r n n,T 8 T? a V endange , r the ^"cation of thousands of our young 
&thH ^ Te $0 mce on .agriculture for our economic basi 
and the serious problems facing that industry have caused a 

?h7fu1ure P 3t Pkce 0Ur chad ren at risk for^rs fa 

,J^Jailure to adequately invest in the education of today's stu- 
T\ ?u P£Ur their ability to have successful careers. It wi!3 
mean that those roost likely to remain in this area will have inad- 
equate backgrounds to meet the demands of the 2lTcentur? In 
other words, they are not going to be able to compete with their 
counterparts in. the rest of the country. The economic depSesS 
that we are feeling will be perpetuated by that fact 

Because we are heading into an era where education is going to 
be critical to everyone, there's every reason to believe that we are 
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resently underinvesting in education and that we will probably 
ave even greater difficulty in years to come. A mood pervades our 
society that is negative in nature. Those most actively involved in 
agriculture fear their future. Senior citizens are fearful that taxes 
and diminished support for our social foundations will endanger 
their limited resources, and many of the rest of, us fear the inevita- 
ble changes coming in our communities„and State. Our general low 
morale has left us with a negative view of our present and future. 

Without a positive attitude toward the present and; future, it iff. 
difficult to convince taxpayers that we must continue to. meet our 
obligation to our students. When people are deeply concerned with 
their own economic future, it is not logical to believe ! that theyiwill 
enthusiastically increase their commitment to education despite 
the critical nature of that ^situation: ' ^ 

Compounding the problem is the demographic fact i;hatHnly 
about one in four adults have children in the schools. That t&rcfe- 
fourths of the population without direct involvement in schools 
have even greater difficulty understanding the direct link between 
our future and that of our Nation to the quality of education we 
can give today's students. We recognize that we all have a stake in 
education, whether it be our national defense/ our national econo- 
my, our individual future, v whatever, but sometimes ftWery ; difti- 
cult to convince people that they have that kind of a stake in, our— 
in the success of our schools. ' \^ • / -V? ? ^ 5 

The declining population of our rural areas contested with ah/ 
overall national population 'growth and the declining birth rate 
have created substantial decreases in the student population of all 
rural districts. Several districts have closed their schools and a ma- 
jority of our districts now operate high schools so small they impair 
the guality of education. And, this trend will continue as schools 
continue to be smaller. The stress placed on schools and their com- 
munities is enormous, for they are concerned with their very exist- 
ence. * 

Senator, you know that the communities in our State have 
schools as the center of their verv livelihood and as schools are 
placed under stress and disappear, the very heart of those commu- 
nities is taken away. South Dakota has chosen to place heavy reli- 
ance upon the property tax to finance educati n. That tax is, of 
course, the most regressive and unfair tax used +jy States. That re- 
liance on property tax has ensured lower expenditures for educa- 
tion. Since it is the most difficult tax to pay, it is also the most dif- 
ficult to expand. 

Falling land prices throughout our agricultural areas are leading, 
to declining assessed and taxable values. This results in a smaller 
tax base for schools; and with a declining population, the tax load 
on those remaining in our rural a/eas increases at a disproportion- 
ate rate. This is in spite of the relatively small increases in spend- 
ing for education. 

This lack of adequate resources and diminished commitment has 
led to this state of affairs where South Dakota ranks 49th out of 50 
States in teacher salaries. Low pay results in e, failure to attract 
top students into teaching as a career. Further compounding that 
problem is that many of the top graduates from our South Dakota 
schools go to neighboring States where pay is considerably higher. 
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The eventual result will be less opportunity for our students to 
have their share of outstanding instructors. 

Furthermore, since our administrators come from the teaching 
profession, the future outlook for leadership in our schools is in 
doubt, ftfany excellent administrators have also elected to leave the 
State due to low pay and diminished opportunities. If we cannot at- 
tract leaders of quality, vision, and commitment, our schools will 
not have a realistic chance for success. Senator, we have indicated 
many times about Federal initiative in the area pf supporting lead- 
ership training and I would urge at this point that we continue 
those efforts in the Congress to gain support for leadership training 
and development. It's going to be essential to, our State. 

In closing, we are seeing the passing of a way of life that has 
been the bedrock of our State and Nation. South Dakotans have 

•en sought all over the Nation because of their outstanding quali- 
ies. Much of that character has been buUt on hard work and posi- 
tive attitudes toward life. It is more than sad to see this pass. It is 
a national tragedy. Thank you, Senator. 

Senator Abdnor. Thank yo,u, Sir. Peterson. I think it is ,a good 
kickoff and we have got the ball clearly in the playing field Next 
we're going to hear from John Sweet, and while you have the 
Mitchell School District, John has a consolidated area and we are 
deaLng more and more with that world, so. we are real anxious to 
hear from John Sweet. 

STATEMENT OF JOHN SWEET, SUPERINTENDENT, WEST CENTRAL 
PUBLIC SCHOOL DFSTRICT 

Mr. Sweet. Thank you, Senator. I come from a school district, as 
you know, that is partly rural, but we are also a part of the greater 
Sioux Falls area. 

A gradual withdrawal of Federal assistance to elementary end 
secondary education in a State that has not experienced the eco- 
nomic recovery that the rest of the Nation has concerns me. Some 
evidence of this in our area— even though we are not as wholly re- 
liant upon the agriculture-farming community as are other States 
because of the number of our residents that are employed in Sioux 
Falls, but the past year has evidence of this situation. We've had 51 
percent of the students who participate in our School Lunch Pro- 
gram who have qualified for the free and reduced lunch which is 
for our situation, the highest that it's ever been, and I know that a 
larger percentage of those people could qualify if they would only 
apply. I think that speaks towards the status of the economy and 
how it has affected our situation in South Dakota. 

I would also like to make mention of the point Mr. Peterson 
made concerning salaries in South Dakota for educational person- 
nel. We recently completed the hiring process for an administrator 
in an administrative position, and we interviewed a number of 
people from out of the State who > were very well qualified for this 
position and we're finding that teachers in other States ate malcing 
more in 9 months than administrators in South Dakota in 10, 11, 
or 12 months. And it makes your hiring situation a little' difficult 
when you're trying to bring in qualified people who are malting 
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mere than that in a teaching position and to get them to move, you 
need to, of course, offer more financial incentives. 

Another area that I would like to speak just a little about is the 
special education in South Dakota .and our school and many 
schools and the effects of Public Law, 94-142 as it relates to the 
education of all handicapped people.. I notics*that .in 1975, ^hen 
this piece of legislation was before you, that you had aome reserva- 
tions about that, Senator, about, the passage of . that law, v and I 
think that your concerns 10 years ago have now showed to be evi- 
dent. I think your concerns at that time related to the Federal, jGov- 
ernment's ability to financially assist school districts in carrying 
out this mandate, and that has been the case. 

The special education funding is causing a number of school dis- 
tricts problems. I don't deny and I don't think anyonfe will that the 
intent of the law is proper and correct; that is, providing all our 
citizens with free and appropriate education regardless of the 
handicapping condition or whatever is certainly in 'the spirit of 
American education. The local districts and also the.State's.ability 
to provide those services, however, are yeiy expensive and has 
caused a number of school districts problems, and ours for one. ' 

There's two problems associated with that. One is an inequity 
issue in that the handicapped are not equally spread throughout 
the population. Some school districts Have smaller incidence of spe- 
cial education needs than do Vhers, and the resources in those dis- 
tricts may not be as such that those needs can be met; and that's 
an area that there has been some discussion in Washington, about 
trying to evaluate and maybe there's an area that could definitely 
be looked at. v 

The other problem was associated with the cause of some of 
those equity problems, which is strictly migration whereby people 
move to school districts who are offering services. So those school 
districts that have the services tend to generate more students and 
more costs. 

Another area of concern that the Federal Government has been 
involved in is the Chapter One Program. We need to continue, I 
think, to fund that program. The research on it shows it to be effec- 
tive and it's another area that concerns me with what I think is 
the gradual withdrawal of Federal assistance to elementary , and 
secondary education. .> y 

Another area of concern is what I consider to be the gradual 
withdrawal of funding for vocational education. We are seeing that 
and we feel these perhaps are important to South Dakota, especial- 
ly rural South Dakota where we do have a lot of these* programs in 
our schools, and it's something that I think warrants your consider- 
ation. 

And the fifth area and the last thing I guess I'll speak to is more 
good -iews so far than bad, and that's the chapter.fi program, the 
chapter II block grant proposal, and I think they used this money 
currently for implementation of computer programs, the purpose of 
equipment and other high technology kinds of things, and that pro- 
gram has been served very well a^dl would urge that you continue 
that program as it has been. 

That concludes my comments. 
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Senator Abdnor Well, thi iik you. both of you gentlemen. Let me 
ask you for a starter, do you think that the Federal dollars that we 
are presently appropriating and sending back for education under 
the formulas are fairly distributed? 

Mr. Peterson. Well 

Senator Abdnor. I mean, nationwide. Do you think there should 
be a formula? 

Mr. Peterson. I think the basis for most of those formulas' does 
direct the money toward urban areas, and I recognize they have 
their problems, too, but chapter I, for example, there's been a sub- 
stantial shift away from rural States like South Dakota toward the 
urban areas. The vocational rules have been rewritten basically to 
direct that money to the urban areas, and we really have a great 
difficulty of living with the new vocational program the way H's es- 
tablished. We have got a lot of stress here in our system. 

Senator Abdnor. In Mitchell? 

Mr. Peterson. Yes. 

Senator Abdnor. We're going to have people go into it later on. 
Let me go specifically to the formulas. This is a major issue. This is 
not solely an education issue. I had a hearing with this very sub- 
committee back in Washington, with the Department of Labor, 
Bureau of Labor Statistics, and we agreed. The lady, Janet Nor- 
wood, who heads this up, admitted that those figures that we 
report to you every month on unemployment don't relate the "real 
picture for States like South Dakota. They have no leal measure. 
1 hey don t pay enough attention to it, and this is a constant probr 
rJt?^ 10 * gomg tobe ^ easy one . because I even got into it with 
the HUD programs. But when I think of all programs— I mean 
certainly housing programs are needed— I don't know of any that 
are comparative to education. That is why we're holding ,the3e 
hearings today. You both seem to ';hink that things like that 
depend so much on the tax base eroding. I hope it starts coming 
back up, but what's the Federal Government put it, 12 or 13 per- 
cent on the average? 

Mr. Peterson. I don't have that statistic with me, but I think it's 
lower than that at this point in South Dakota, particularly 

Senator Abdnor. Oh, yes. 

Mr. Peterson. And . particularly if you take the Federal impact 
on the districts, it really is very little Federal aid. 

Senator Abdnor. Wei' you mentioned impact aid. You know, one 
of the biggest problems I have with that impact aid is some of 
these people in Washington remember how it was patterned for 
ye*" -8 to take care of the three richest counties in the United 
btates. They dont need that kind of aid, but still it's hard to pat- 
tern a bill that will really get to the heart of what the,problem is, 
and this is something we have got to try to overcome and one of 
the things I hope we're trying to get to here. They give us the facts 
and figures and we hope to get more as we go on because. I think 
the need is going to be greater. 

We've got three levels. You've got the local; you've got the State 
and you ye got the Federal, and I guess the State is putting in 
more of their share, have they not? 
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Mr. Peterson. Well, basically the increases are coming from the 
local level because the State increases have been certainly below 
the cost of living for most schools. < 

Senator, one other program I want to just comment about be- 
cause it is a partnership between agriculture and. the schools and 
that is the School Lunch Program. It appears to us that they're 
gradually pulling out of their support for agricultural. commodities 
and that they're going into, more money rather than commodities, 
and it would seem that tHat certainly is not going, to be positive for 
agriculture to not be providing commodities, for the schools and of 
course,^ it's not positive for the schools because we have done very 
well with those commodities in making them stretch and save the 
taxpayers money. 

Senator Abdnor. Do you feel the same way? 

Mr. Sweet. Yes, I definitely do. When it was formed in 1946, it 
was formed for two purposes; one, to provide nutritional needs to 
the students of our Nation, and second, it was a method to disperse 
agricultural commodities with the benefit to go to the agricultural 
communities. So it's been an excellent program. 

Senator Abdnor. I don't know why we got off on this dollar thing 
and commodities itself. It's something I think we let happen too 
easily down there and I'm glad to get your thoughts on.it. What 
would you do if you were a Member of the Congress in thb commit- 
tee to get those significant, important things of concern? I guess 
it's in dollar s; is that right? 

Mr. Peterson. We can, I think, provide a relatively low economic 
area with some support for ongoing programs that happen through- 
out the rest of the country. 

Senator Abdnor. Well, we've got to move on here, but we might 
be submitting questions in writing. Vocational education, this is 
one thing we need to keep going in South Dakota. How has it af- 
fected your school, your vocational education in Sioux Falls? 

Mr. Sweet. We have some programs in cur school. Those enroll- 
ments have been declining somewhat due to.exhphasis on other 
areas and other requirements for graduation. However, those pro- 
grams are still very' important and there is a number of various — 
there's a need for that program and, however, as Mr. Peterson 
stated, the new Federal system for funding that thing^ is going to 
cause some stress and it appears to us that the FederaFGoyern- 
ment is backing out of their support for vocational programs which 
includes vocational agriculture which has been a very excellent 
program. 

Senator Abdnor. Well, I don't want to get into the State end of 
it. Has that had some effect on the vocational education in your 
school, too? 

Mr. Peterson. The changes of the Federal statute? 
Senator Abdnor. The State. 

Mr. Peterson. The State has helped pick up some of the load. 

Senator Abdnor. Well, has that had much of an effect on what 
happens in vocational education? 

Mr. Peterson. Well, we think in postsecondary schools, it could 
have a positive effect that it could drive more students to the voca- 
tional route rather than the college route. 
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Senator Abdnor. Would you agree with what John said on spe- 
cial education? 

Mr. Peterson. Absolutely. That's a great need, and of course, as 
he pointed out, one of the problems with that is the better you do 
in that, the more you have to make commitments to other children 
that move into your community. .* • ' 

Mr. Sweet. Senator, if I could say, you asked the question if I 
were sitting in your chair. 

Senator Abdnor. Yes., ' 

Mr. Sweet. One of the things I would really encourage you to get 
involved in is what's going on with Public Law 94-142. 1 think that 
the Federal Government is revising some of their rules and regula- 
tions concerning that law to make it easier ^3 programs ultimate-, 
ly less expensive for local school districts: to deliver appropriate 
educational service and I think we all agree that^we need approp* 
ate educational services for all students regardless of their handi- 
capped condition or not. The impact of PubKcLaw 94-142 I don't 
think has been totally felt yet. It's 10 years old. It was November 
1975, when President Ford signed that bill into law. I think that 
we might see that that piece of legislation is going to have a Bigger 
impact on education than any law ever passed. I think that we 
might see how that particular mandate has served education very 
well and how it might have a very large impact on what we might 
call general or regular education and some of the provisions within 
that. I think it's something to keep an eye o~, and I think that like 
I say, the impact of that on total education is yet to be felt. 

Senator Abdnor. That's good. 

Mr. Peterson. I think also just a caution on that particular stat- 
ute. It s another example that we feared going to Federal funding 
of education, that we would get their fingers around our throats in 
other areas and they have used that law to make us do things that 
we probably wouldn't have had to do otherwise. So those are some 
of the concerns that the bureaucracy forces upon us, so we have to 
watch that. 

Senator Abdnor. We should be more alert to that. It's such a big 
and expensive deal that if they ever started that, they could make 
life miserable for you out here, and so I have got a lot— well, gen- 
tlemen, we do have a let of questions. 

Mr. Sweet. I would just like to say thank you for inviting us and 
I would also like to part with two other areas that I know you— 
that had an impact on the South Dakota schools and one is the as- 
bestos legislation and the Loan Grant Program that I think you 
were involved in. A number of students from South Dakota visited 
Washington, DC, for a week and it's just been an excellent experi- 
ence for them and an excellent program and we appreciate your 
assistance in getting us involved in that. 

Senator Abdnor. Well, I'm very grateful for that. I think it's 
good for the State and for the program to have South Dakota into 
it. That asbestos program just scratched the surface, but we're 
making solid headway and it seems like most of the Members of 
Congress are now getting behind it. I thank you for your nice 
words. 

Our next witness is Sam Tidball, Association of School Boards. 
Sam, we really welcome you to our hearings today because I know 
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the Association of School Boards and I met many times with your 
people coming in here that are coming to Washington, and I don't 
know of anyone that works harder for the good of education than 
you and your people. - * 

STATEMENT OF SAM TIDBALL, ASSOCIATION OF SOUTH DAKOTA 

SCHOOL BOARDS 

Mr. Tidball. Thanks, Senator Abdnor. We appreciate the oppor- 
tunity to offer some comments at this particular session/I, know it 
was— you made some comment about agriculture, that this hearing 
centered on agriculture, but certainly in South ' Dakotp, education 
and agriculture are- so closely tied togetHer tjaatf you probably 
couldn it talk about one without talking about the other because of 
that fact. Now, South Dakota may be somewhat utiique in that our 
economy is in trouble, but because we are wholly dependent oh ag- 
riculture, we are in greater trouble than many would . judge, and 
it's true that a few bright spots can be found out in our economy.. 
We seem to be doing pretty well in our tourist "mdustryTand we 
have some new, other industry in the State, but for the jriqority of 
South Dakotans, fanning and ranching is the main industry; wheth- 
er it's main street business or actual farming and ranching. And in 
our school districts, it's the taxes on land that's the basic supporter 
of our schools, and, if it isn't taxes on land, it's taxes on other prop- 
erty, other real estate. So that certainly is important to us. * 

The high interest rates, of course, in the recent past have caused 
a lot of our farmers and ranchers serious problems and it's espe- 
cially true for young, beginning operators, and many of them are 
able to continue for a time because of the equity they had in the 
land, but even the interest rates have fallen somewhat recently. 
Our land prices have also drastically dropped and a lot of the 
people in that drop in value have lost their equity in the land. So a 
lot of those people are out of business and others will be soon. 
We've been through these kinds of times before in South Dakota 
and I think back in the—during the Kennedy administration, it 
was stated by someone in the administration, whether President 
Kennedy himself or not, that one , of our problens with agriculture 
was that we had too many farmers. 

In fact, the statement was made that we had 1 million too many 
farmers and that it would make a difference if we didn't have quite 
so many, but we lost a lot more than 1 million farmers. We nave 
lost several million in that interim and we are still in, trouble. And 
the point I want to make is that economic conditions are serious 
and they are changing the face of South Dakota. 

In our schools, in our public schools in South Dakota in 1980, the 
fall enrollment was 128,400 students. In the fall of 1984, it was 
122,800 for a decline of approximately 5,600 students. Now, in some 
States, 5,600 students wouldn't make much difference and maybe 
in South Dakota it shouldn't be considered, a drastic thing; but in a 
State where the median high school— the median high school in 
the State is 100 students or approximately 100 students, median 
enrollment in high school, I know in some States that would seem 
like that school wasn't worth fooling with, but in South Dakota, 
that's our median high school enrollment. Of course, we can say 



the economy, the declining birth rate, and we have some other fac- 
tors, but ji wouldn t be so alarming even in South Dakota if it 
weren t for the fact that the small, rural communities is where the * 
decline is the greatest, and our smaller schools and, in fact, our 
smaller towns are disappearing. * 

In many, many of our smaller towns in South Dakota, we don't 
have really what youd call a business district, anymore. There's 
still some people living there, but for the most part, it's not a 
wdely thriving town like it has been. And Mr. Peterson referred to 
the fact that we have had some schools close. Well, I think, in fact 
eight in the last 3 years have closed their high schools in South 
Dakota. And again it was mentioned that that's kind of the life * 
blood or the heart of that small community and we have eot a 
number of others that are very close behind. - ' ~ 

We have many schools in many communities in South Dakota ^ 
where the high 3chool enrollment is under 50 arid declining rapid- * 
ly. So its not a question 'of whether those schools are closed 
whether they probably should have closed or not because they just ^ 
simply ran out of students, and I think that's a point that we'need \ 
to be m consideration of because when the school closes, our small 1 \ 
towns are right there with them either before or after. Th6 town 
loses its life, you might say, and where agriculture is the backbone 
of our economy, there s another serious problem in some of our * 
school districts. > * 

We have large acreages in South Dakota* c? Indian lands or of 
forest lands, of lands purchased by the Federal Government under - * 
the Land Use Act and other properties that are either in trust or * 
controlled by the U.S. Government which are not taxable on the 
local level, and as a result, some of our school districts have a very 
small tax base to support not only education, But other local gov- \ 
ernments. But there are some limited programs that help and we 1 
especially appreciate, Senator Abdnor, your efforts in maintaining * 1 
some assistance in the area of impact aid. We were really in seri- -> 
ous straits without this effort that you made, and that was no ' i 
small effort and it made a great deal of difference in the ability of 
those affected school districts in continuing essential programs 

It was, however, we considered, a pretty serious blow iu South 
Dakota to a number of school districts when the U.S. Supreme 
Court decided that in lieu of tax money on Federal lands need not - • 
be shared with school districts, and we thought we had the perfect 
solution to that in South Dakota, distributing that money under a 
State program that would distribute it the same way as taxes are 
distributed. 

Now, personally I am not in favor of the Federal Government as- 
suming a lion s share of the coat of education because I think that 
we can anticipate if that's chne, that we will not have much say on 
the local level and we would certainly like to have people involved 
m the local level in the management and operation of our schools. 
However, I do believe that there is a strong responsibility for Fed- 
eral help where Federal land is involved and I know that you men- ♦ - 
tioned this previously in some comments with the previous wit- 
nesses, that you had some concerns about how that impact aid was ~ 
distributed previously and how unjust it was and where it wasn't ; 5 
needed, and I thinh that's true. i{\ 



376 

We also, of course— we have in South Dakota— we have some du- 
plication of effort in education. We have the Bureau of Indian Af- 
fairs operating in the same areas as do public schools and it would 
appear that greater economy and perhaps even better education 
could be provided if we had a somewhat more simple approach to 
Federal assistance in financing education where Federal or trust 
lands are involved, and I suggest that if we had some kind of a tax 
replacement for that implemented and we could eliminate the du- 

Skcation, I think that both the taxpayers and children would bene- 
t. We could eliminate that problem of having money going where 
it wasn't needed so badly. 

Maybe we even need to have the money for the impact schools 
program, maybe that could come from some other approach where 
we have military installations; it might be that maybe through the 
Defense Department to support those programs would be an.impor- 
tant change there, and I know, you know, we* have seen«some 
things happening on the Federal level. The consolidation of some of. 
the Federal programs a few years ago where it was put into the 
block grants, that was actually beneficial to South Dakota and we 
certainly think that the money is beling uscti more effectively be- 
cause we have more control over some of those programs. Some of 
the programs we couldn't have partidpted* in in South Dakota, fi 
but under that consolidation, we are able to. And so we appreciate " 
that effort that was made on the Federal level. * ' \ 

As I mentioned, we are hurting in agriculture and that.affe&ta 
almost everyone in our State. We are domg a good job of educating 
and also supporting our children. Our young people and pur stand- 
ardized test scores rank our students at or near the top in, every 
category on a nationwide basis. At the, same time, we 'pay our 
teachers and the administrators very modest salaries in compari- 
son to other States. This is essentially true, especially true in our 
smaller rural communities, and so the reason, of course, is the 
economy of rural South Dakota is, in trouble. And generally, we be- 
lieve that the free marketplace where competition sets the price is 
the best approach, but we nave to face the fact that where agricul- 
ture is concerned, the market doesn't set the price. The governmen- 
tal subsidies do, and if not in the United States, certainly by other 
countries. 

I know that you're very much aware of how much subsidization^ 
is undergoing m countries that we trade with and have a trade x 
policy that certainly hits us very hard in our economy in South 
Dakota. So I think it's very important that we negotiate an effec- 
tive worldwide system of trade, otherwise, agriculture may very 
well go the way of our steel mills, our shipbuilding, our clothing 
manufacturers, and what we've recently seen in automobile pro- 
duction. So I think that we need to look at, of course, some things 
that help, and the lower interest rates are helping, but they are 
still too high. And we need to have a fair, marketplace and a fair 
profit for agriculture. I think that's necessary, or we got the prob- 
lem that the rural area will simply continue to shift to the towns 
and people move from the farms. and ranches. . 

As you were discussing earlier about the fact that some discus- 
sion on the funding is more beneficial to larger population centers, 
we have seen that shift in the past and we continue to see that and 
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we think that shifting of the moneys there or saying that the 
money needs to go there because we have so manv problems. We 
are sending out people that have problems. So we would hope that 
we could see some changing in that. 

I certainly appreciate the opportunity to offer you some com- 
ments. We commend you for your good support in South Dakota 
both in education and in agriculture and we look forward to work- 
ing with you in the future. 
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same quality education that they have been gettmg?^Ho^can our 
schools continue on that way with the pressure they?are under? 
~ e you finding some of these same problems with special educa- 

tEt ^ . a P"* 16 " 1 general throughout your school? 
i An TlDBAL h Absolutely, and we know that when Public Iiaw 94- 
14 f was Passed, that we were pretty well assured that there were 
going to be some mcreased funding for the special education. That 
nasnt really occurred as far as the per-student basis' is concerned, 
and that is, of course, one of the problems. It has certainly— cer- 
tainly we are not saying that we shouldn't have the law, we 
shouldn t be givmg those people that opportunity, because we know 
that in South Dakota as in most States, we're not giving adequate 
attention to the people that are handicapped. So we are not sayintr 
we don t want to give thai attention to them. We just say that that 
sure would be nice if we could get a Httle increased assistance 
there in that area of special education. 

Senator Abdnok. Do you think the law itself should be relaxed in 
some areas? 

Mr. Tidball. Well, there are some things that I think this law— 
probably the interpretation and regulations that were adopted for 
the btete agencies, the interpretation of what is really— what 
would be related costs or related responsibility for education, that's 
where we think that the inequity is in the law is that the interpre- 
tation of it on the Federal level has caused us to provide so much 
medical service to children, even preschool children, that-and cer- 
tainly they need the assistance. The families need the assistance 
that have a child that has that kind of disability, but to lay that 

1 on the property taxpayers in the name of education is a little 
bit difficult for us to handle. 

Senator Abdnor. Well, I think the time is going to come that 
somehow, some way, the Federal Government -and the Congress is 
just going to have to realize that problems like South Dakota's 
must be confronted. It s not always an easy thing to sell and that's 
what we are trying to do in this subcommittee, to disseminate some 



378 



of the information we are getting. Hopefully we can get our story 
told because it's just natural for each State to hang onto every- 
thing they have, and I'm assuming that the advantage has been to 
the more urban areas, and somehow, some way, we still believe 
strongly in the quality of education and we have exhausted the 
State and local levels. It's got to be looked at in a different light, 
but we need all the help in the world we can get tolic that 

Mr. Tidball. I think it was of interest, Senator, and recently I 
read where in one State— and I can't remember for sure which 
State it was, where they were recommending th&t there not b^/any 
high schools with fewer than 500 students. We went through that . 
whole study about 30 years ago or so— maybe, it jsn't quite that 
long, and recommending that you not have a high school" with less 
than 500 students, well, that s totally ridiculous in ,a State like 
South Dakota because if we did, we would have to transfer stu- 
dents a couple hundred miles. So it wouldn't work, and we have 
different costs that other states just can't comprehend, and I know 
that makes it difficult for you sometimes in the Congress where 
you have so many people that are from more populous States and I 
know that's difficult, but in South Dakota we do have some of 
these problems. ^; 

Senator Abdnor. Let me ask you a question ,not,directly related. 
What kind of effects are there on a community when a school 
closes down? . • ^ ^ 

Mr. TidbkLL. Well, generally speaking, when the school closes, 
you. remove the center of activity of that community and conse- 
quently, you also lose people because people vill move somewhere 1 
else; not only, you know, because of the fact the school, closed, but 
because they want to be where their children are and be participat- 
ing or involved in the activities and so forth related.to the school 
that their children are involved in. So certainly it has an adverse 
bearing on it. There's no question about it. 

Senator Abdnor. You were talking ahout the Federal replace- 
ment tax. That is a problem and the law was intended for that 
money to go back for education. Let me ask you, is that left to the 
discretion of the county government to determine if that— r 

Mr. Tidball. It's left to the discretion of the county commission- 
ers now. 

Senator Abdnor. Are they showing any willingness to 

Mr. Tidball. They are c*me and there also has been some — in all 
fairness, there have been some counties that distributed it very 
fairly. In others, they strictly use that money to operate their own 
budget and consequently lowered their—and it would indicate then 
that the big problem for taxes was not with the county, it was with 
the school district. So it made ill feelings in some instances. So we 
feel that our approach in South Dakota was the best approach, dis- 
tribute it as other taxes on that same basis and it worked, we 
thought, quite well, but one county decided that they should take it 
to court and as you know, the result was that the Supreme Court 
said we can't do that. We may be talking to you more in the near 
future about that. Perhaps some small change in the Federal legis- 
lation might be made. 
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Senator Abdnor. It's got to create a tremendous problem. Some 
counties must have at least a third or half of their land— is that an 
exaggeration? 

Mr. Ttoball. No, there's— we have, of "course— yes, there are 
school districts where >the Federal land in that circumstance is a 
mey or portion of land, that's right. 

Senator Abdnor. I wouldn't quarrel *with that. Maybe the coun- 
ties are entitled to it and we'd better find ou$ because the schools 
navegot to have some, too. 

Mr. Tidball. That's right. 

Senator Abdnor. TJiars what it consists of. . 

Mr. Tidball. But where both, the county and the school districts 
rely on that property tax to support their governments or their oik 
erations, why, wejthink that this should be a ahare process We 
have some other .programs, of course, where there's some timber 
and so forth where we share the income, but in this instance, coun- 
ties where the commissioners are willing? they get.soirie" money: 
others they don t. \ J 

Senator Abdnor- We have to go through with the impact aid. In 
this case, the Federal Government was.not thai eager or willing to 
admit that they had a problem. Half of it was selling and getting 
our story across at least-like the reservation lands, the Indian 
lands where it s not taxable and something has got to make it up. I 
think the Todd County School District, that two-thirds of the.land 
down there is nontaxable. 

Mr. Ttoball. That's right. 

Senator Abdno*. And it's an awful load o:< oii>-tb^ ^f the land 
to try to carry it. 

r* ¥ r l 1 ?? BAIi ^ We t**™ a nun *ter of school districts in South 
Dakota that the majority of the land or there's more land that is 
reservation or Indian land than there is that is taxable. 

Senator Abdnor. The Bureau of Land Management has land and 
forestry land and Park Service and put it altogether, it presents a 
real problem. How many schools are under 50— how many high 
schools are under 50, so we can talk about which way we're going 
for the future? 

Mr. Tidball. I don't know whether I brought that specific infor- 
mation. I can send you that information, but I just didn't bring it 
with me. * 

Senator Abdnor. Well, I'm sure we have a lot of other questions, 
but I think we d better move on here. You have come a long way 
and I appreciate it very much. We may be asking you some ques- 
tions in writing. 

Mr. Tidball. Certainly. 

Senator Abdnor. Thank you very much. 

Mr. Tidball. Thank you very much. 

Senator Abdnor. Our next witness is Mrs. Dorothy Dubs of 
Huron who is the South Dakota Teacher of the Year. Please let me 
congratulate you. That's a very distinguished award and we appre- 
ciate it. I couldn't think of any better person to hear from than 
someone who s been selected as the outstanding teacher of South 
Dakota. I thank you for coming and giving us the benefit of your 
ideas. J 
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STATEMENT OF DOROTHY DUBS, SPECIAL EDUCATION TEACHER, 

HURON, SD 

Mrs. Dubs. Thank you, Senator. Fm from the Huron Public 
School special education staff and I do wel'~ ae this opportunity to 
tell how we are attempting to serve the n^> ■ .. of each student with 
qualitv education. As classroom, teachers, > <: are aware, of r course, 
that there are regulations imposed by the law end also regulations 
as a result of receiving funding. Our director of the special educa- 
tion strives very much to keep the classroom teacher, tfie special 
education teacher informed of the financing, and I wish he were 
here to help me adequately present the administrative viewpoint. 

The public law- that has been mentioned in previous, testimony 
this morning, designed to help provide children with individual dif- 
ferences so great that they need specifically designed instruction, 
has some major differences from our State accoidmg to the nation- 
al law. xhe South Dakota law states that the severely, profoundly 
handicapped students from birth to 3 y&za of age must also be 
served. The Federal law includes them starting at age 3. The South 
Dakota law indicates that the population of handicapped students 
served do not have to be identified by categories. This means that 
South Dakota is one of the few States in the Nation that is nonca- 
tegorical in terms of student identification. Reimbursement for 
State aid is according to the amount of time and services that a 
student needs to be served appropriately; in other words, how, 
much special education assist *e the child receives. 

Also in South Dakota, the education for gifted students is identi- 
fied as a special education service for funding purposes. The same 
procedures are required in providing a free and appropriate educa- 
tion for all of the special need students, and at a spring South 
Dakota special education conference, a member of a parent-teacher 
panel brought out that she, as a parent of a « ifted child, must also 
deal with unique handicapping conditions such as acceptance, and 
this is an area of our student population that is often not included 
when thinking of special needs. Our local total student population 
of about 2,400 students has a full- and part-time special education 
staff of 25 to meet their needs as well as those of the tuition stu- 
dents that we receive. We have eleven special education programs 
and four part-time services of work-study, adaptive physical educa- 
tion, occupational therapy, and physical therapy. 

The cost to educate a child in need of special education varies 
considerably depending on the type and amount of service the child 
needs. For example, the yearly cost to serve a child with a mild ar- 
ticulation problem could be approximately in the area of $500. The 
cost to the district to provide services to a more seriously disabled 
student could be approximately $17,000 per year. We are within 
the area of finances once again as we strive to meet the needs of a 
special education student in a rural State. 

Some concerns that I have as a classroom teacher are the follow- 
ing: There is a lower incident rate in rural areas, so the education 
costs are higher per child in isolation than for a child in an urban 
grouping. Also, there is a lack of evaluation resources to provide 
total assessment of the child insofar as possible. The total picture is 
needed, and we may require a neurological, medical, psychological, 
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education*!, and social evaluations. These complete evaluations are 
not often feasible in our rural areas. The question is then raised, 
how do we provide the free, appropriate education that is assured 
by law/ j < \. x\- . . 

Qosely meshed with the need for evaluation resources is a need 
that we nave more cooperation, among agencies such as community 
counseling, social services, and the schools. We don^ heed duplicate 
resources. We need effective use of what wefhave available; 

And then inseparable from the previous two concerns is ^ that con- 
cern that was alluded to a little earlier this morning: How far, how 
much is a public ^ school responsiblet for spec^ -education needs 
such as those of the profoundly or severely ^handicapped? Again; 
interagency -teamwork is needed. We have been fortunaCla^dFto 
have some.stabihty within the'leadership of our schools,- communi- 
ties, and State agencies, and therefore, thisVorking relationship 
has been strengthened yearly, but this is dot the rituatiorian.many 
cities and towns or the more remote areas where demography sepa- 
rates students and resources. * • > ~ ■ ^ J ^' 

We need to identify with the urgency the family of a chii&with 
special needs feels. We need to educate these'cliildren today so they 
c v f. ^opportunity to be functional in their tomorrows: and 
bouth Dakota is not escaping the mcreased population in need of 
special education services, We too are 'experiencing societal change: 
The alcohol field syndrome, the abused child,;the foster cl&Tthe 
child of a single parent. Neither are South Dakota teachers un- 
aware of the needs of students and of good educational methods. 
Many of us are also aware of the controversy of special education 
and responses by some Congressmen and the Secretary of Educa- 

I have personally taught the classrooms, where there has been no 
special assistance available for a student, t have taught in class- 
rooms where students have left for specific periods of time for.-as- 
sistance. Then on the other hand, I have been' a special education 
teacher who has worked with designated children either in the 
classroom or out of the classroom, fin curreutiy a teacher of stu- 
dents who are mamstreamed into the regular dassnwm for mainly 
nonacademic areas. Ideals in reality are . often figuratively and lit- 
erally miles apart, but shouldn'tthe rural , first gra^e gu-l with ar- 
ticulation problems so severe that her classmates s can't understand 
her have the opportunity to become an articulate person oust as 
provided? ' m a d *y miles away where special services are 

There are 24 hours daily for all of us, ahd.>when. I was working 
with a student such as this, reading books, making plans/on how to 
teach this individual girl,, I was? hot, using those, same hours,-* of 
course, to prepare for .the rest of the class. From personal trials 
and successes, I am an advocate of special education. I would invite 
those responsible for distribution of funds to getfafcthe heart of the 
needs of our rural students, talk to the students,'- not just, about 
them; to parents, friends educators, and schobf board members. If 
we dont continually plan how to effectively and conscientiously 
provide mo*>ey for education of our people, where are our Values 
and hopes/ 1 thank you for inviting me today. i.-. * 



Senator Abdnor. Well, we certainly thank you and are very 
grateful to have you appear. I couldn't think of anyone we would 
rather hear from, and I guess it's very apparent from your state- 
ment why you are teacher of the year and nave great concern and 
interest in the field that has already received quite a bit of consid- 
eration today. Just on the field of special education, putting, your- 
self in my place, what would you do other than more dollars? Is 
there anything that can be indicated or done .that would help the 
situation? 

Mrs. Dubs. Well, of course, like you said, more dollars would 
help. I think the freedom insofar as possible for us — not for the 
classroom teachers necessarily, but for the special education serv- 
ices, for the school administrators to use this money as the\r see fit. 
The needs of our districts vary so greatly that it's very^ difficult to 
say this is how it will be spent to best provide. As a; classroom 
teacher, it's on my conscience heavily when the .parents know 
somewhat of this law and they have the idea and rightfully so that 
the Government says their child will be educated appropriately. 
And then when we don't have the available resources such as I 
talked about, evaluating these children, how can we serve them 
unless they are indeed evaluated correctly, or if the money is tied 
so tightly to a certain way . that we aren't free to use it to meet the 
deep needs of the district that we are in. 

Senator Abdnor. Does every grade — 1 through 12— have special 
education? Do some schools send students to other schools? 

Mrs. Dubs. We have tuition students from a few districts that 
come to Huron because we are a larger community and the staff is 
there. 

Senator Abdnor. Do you find a migration of people with these 
students moving into Huron, for instance, to take advantage of it? 

Mrs. Dubs. There has been some. Our special education adminis- 
trator did a survey of that and there have been some students who 
have moved there in order to "receive services. 

Senator Abdnor. I don't know how you would establish that, but 
that does make a £r°at load upon a school district. 

Mrs. Dubs. Yes. 

Senator Abdnor. I suppose you could almost come up with a pro- 
portionate percentage of a hundred kids, how many are in special 
education, but when they're moving in, it far exceeds that, so it is a 
problem. I don't know any quick answers, but it's something that 
should be looked at as we get into this. Let me ask you, there is a 
lot of emphasis being placed on child abuse these days out of Wash- 
ington and elsewhere. A lot of it's being uncovered. Is that having 
any effect on the number of these kids that are coming into the 
special education? 

Mrs. Dubs. We are working with more and more as I look back 
even just in the past 10 years. The apparent need to reach these 
children who are abused is iust as obvious. You cannot just suspect 
that it is there. It is very obvious and again, you know, we are re- 
quired by law to report suspected abuse or neglect, and then again 
this involves what I had mentioned earlier, working with other 
agencies, and I think it's important that we're talking about the 
child, but also the family, the feelings of the parents involved, the 
agencies that we have to work with. 
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It all takes time and we need to keep working; that I know. 
There will never be something delineated right exactly down as to 
steps to do, but in the meantime, these days, months, years are 
going by literally where we are trying to help this child and they 
are growing emotionally and socially and educationally during that 
time that we re supposedly trying to figure out the best needs, the 
best ways to meet their needs. I have a real concern about that, 
that the law isn t just a comfortable thing offered, that we are ef- 
fectively carrying it out. I don't think we should say we are doine 
more than we are. v * v * ° 

Senator Abdnoil It's a good point Is the problem of drug and al- 
cohol getting to be a greater problem in our schools?- 

Mrs. Dubs. I have been involved mostly with the elementary- 
school-age group. I have not seen an increase in it there, nor have I 
heart in our local district that it is more so in the middle school 
and high school. It seems to be more the poet graduate— the gradu- 
ate of high school, excuse me, that we're talking about, but it is 
available in the elementary schools where I'm working. It has not 
been a problem in education of them. We are more openly teaching 
about it, though. ^* 
Senator Abdnob. I think it's like a lot of America. I used to 
think we are above that, that it would never happen in South 
Dakota, and I know nationwide it's getting to be a tremendous 
problem, and alcohol and drugs are getting clear down to the 
junior high level. As a matter of fact, I am chairman of a subcom- 
mittee of the Appropriations Committee that handles all of the 
Treasury and White House budgets arid a lot of other agencies. In 
that committee, we deal with the Bureau of Alcohol, Tobacco, and 
Firearms and the problem of alcohol and drugs on the border. I 
guess if you re really going to help, they say you've got to go down 
to the earlier years of age. 

Mrs. Dubs. Right. We do know all through the elementary 
school^ the children are more open than they were even 5 years 
ago. They have seen the use of drugs and alcohol. I have no doubt 
in my mind about that, because when we do our so-called unite or 
talk about this during the year, they're asking questions and stat- 
ing things that children that age 5, 10 years ago did not have 
access to the actual use of these drugs. 

Senator Abdnob. It's getting to be a big, big problem and I hope 
to be doing some work on it. Well, we thank you very, very much 
for coming this morning, and again I want to warn you,, we may 
want to submit written questions. 

Mrs. Dubs. And I would invite you to do so and I have some good 
help at home that would provide you with information. 

Senator Abdnor, Thank you very much. Our next witness is Mr. 
Dawn Nerison of Aberdeen and he's a representative of the South 
Dakota FTA and I think he is soon going to be the president and is 
vice president now. 
Mr. Nerison. Prtaident next year in October. 
Senator Abdnob. You know you had to get up early jto come all 
the way down from Aberdeen. I saw him earlier in the restaurant 
about 9:30 and that means he did leave Aberdeen very early. 
Mr. Nerison. Left approximately before breakfast. 
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Senator Abdnor. Well, thank you for that effort and that's very 
important to us to have you here and we thank ycu for coming. Go 
right ahead. 

STATEMENT OF DAWN B. NERISON, FIRST VICE PRESIDENT, 
SOUTH DAKOTA STATE PTA 

Mr. Nerison. Senator Abdnor, the South Dakota PTA thanks 
you for the opportunity to appear here this morning; We represent 
the children of South Dakota and we have about 7 thousand mem- 
bers. The South Dakota PTA is very much concerned about several 
agricultural programs within the State and some of the , programs 
that will be developed later on. We feel very strongly 4 that, the 
school luuch program should be continued and it should be contin- 
ued with commodities as shipped, away from the idea that the 
farm population furnishing supplies can be substituted for money. 

Senator Abdnor. You feel that commodities . arc the best ap- 
proach? 

Mr. Nerison. That's right. It helps everyone along the line be- 
cause here in South Dakota, we have a declining economy. We also 
have farmers who are having a very difficult time at the present 
time and we feel that this shift would help them, and we are .also 
real concerned about the Federal aid to education, block grants 
that the Federal Government has been giving to the States. V£e are 
also very much interested in the fact that the Chapter One and 
Chapter Two programs of the Federal Government ought to be con- 
tinued. It appears that these programs basically are on their way 
out or reduced, and we feel very strongly that the aid to education 
in the State of South Dakota as well as in the Nation is very much 
concerned with the national defense program. 

We must have an educated population. We must have a popula- 
tion of people who are educated and able to do things that are nec- 
essary. We also recommend that we have adequate salaries for our 
school personnel because that's very, very important. 

Another thing that I want to talk about a little bit today is the 
idea that the state and local taxes that people pay here in South 
Dakota and throughout the Nation, the impact is not as great here 
in South Dakota as probably it is in other areas, but we feel the 
elimination of the State and local tax on the new tax proposal 
would have a harmful effect on education in South Dakota for sev- 
eral reasons. The South Dakota PTA speaks for the children of our 
State and we feel that they deserve the best education as possible 
to give them. We must remember our schools are primarily sup- 
ported locally. The elimination of this deduction would assume per- 
haps that the Federal Government is primarily responsible for edu- 
cation on the local level which it supplements, but it does not total- 
ly support; I mean, totally pay for. 

We in South Dakota believe in local control and the taxes levied 
by our governing bodies are close to the people and controlled local- 
ly. If our boards of education or the local officials levy the tax, thev 
have the opportunity of saying where it's going to go, what its 
going to be used for and so forth. If these taxes are not deductible, 
our boards would be reluctant to levy and raise taxes for the sup- 
port of programs because of the concept of double taxation. 

ERIC : c388 
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Over the long term, we feel the impact of eliminating the State 
and local taxes would be a stifling effect on locaLand State initia- 
tive and for reform and implementation of education. Education, in , 
bouth Dakota has been improved through the last few, years, but 
we all must remember there is a limit to— in a rural .State like 
ours, to the amount^ taxes that an individual can pay, ^Therefore, 
the elimination of the deduction of State and local tax^wpiridbe 
another block to the type of educatiori\that weibelievejs necesssary 
for our students here in the State. We fe&;thafthe elimination of 
the deducibility ofcState and local taxes would be a\definite*hiri-- 
drance to the education in our State. - 

We also feel that Federal assistance to education is limited, basi- 
cally to two programs such as direct grants or loan! for programs 
and services and indirect assistance through tax deductibility. 
Mwiy people don't realize the fact that if I deduct my taxes on the** 
Federal level, I can then use it as an indirect assistance to the local 
schools or communities. 

In order for children to receive a well-rounded education, parents 
need to be able to purchase homes and remain participating mem- 
bers of the community. In my years of educational work, 33 years 
in the Aberdeen Public School System and several bther places, I 
found that where people were a part of the .community, their feel- 
ings toward education was different than people who cofie and 
leave the community. They need an incentive to purchase a* home 
and to be able to deduct these taxes on their home and'for ; the 
future and that's important. This ownership gives them a feeling of 
belonging in the community. Therefore, we support Senate Resolu- 
tion Number 82 and House Resolution 105. 

In conclusion, we feel that education is our first line of defense 
and therefore needs to be treated as a part of our defense program. 
We feel education should not be treated any different* than our de- 
fense program is treated. If that receives a. cut,* our educational 
programs perhaps would need a cut. We must remember that edu- 
cation encourages State and local governments to meet the needs 
of their citizens and discourages them from relying on Uncle Sam 
to meet those needs. We in the field of education feel very strongly, 
that we must continue the program of excellence in education so 
that our next generation will be able to prepare our youngsters to 
make than the best resources possible. We would also like to men- 
tion the fact that we should spend more time looking over the ma- 
terial, the material called "A Nation at Risk," because education is 
the first line of defense and important to that. ' 

In conclusion again, I want .to thank.ybu for the opportunity to 
appear here today and bring you the ideas of the State PTA. 

Senator Abdnor. Well, thank you very much, Mr. Nerison,*for 
coming all the way here and presenting your excellent testimony. 
I, in no way, want to downplay the first line of defense because I 
know that young people are the most important thing that we have 
in this country, but the other thing. I would ;point, out is that de- 
fense is the sole responsibility of the FederalvGovernment. J mean, 
the defense of the Nation was one of the first things, one of the 
three basic things the Federal Government was supposed to do. r 
Mr. Nerison. And rightly so. 
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Senator Abdnor. But I am glad you brought up taxes because 
that is a big issue. I personally have been in the Appropriations 
Committee the last few weeks an<i now we are going into confer- 
ence on that and we, of course, have a budget resolution, and I 
don't mind telling you I am very unhappy with the President for 
introducing that tax bill at this time. The most important thing we 
can do is to come up with a decent kind of budget 

We want our farmers put on the same line as the schools. We 
can get the interest rates a third less, at least 3- or 4-percent less, if 
we got our dollars back in line so we can sell something overseas. 
It would do more for farmers and schools than anything I know of, 
and we are making some headway, but the moment the President 
put in this new tax bill, all the attention has gone to the tax bill. 
We don't hear anything about the budget and that disturbs me 
very, very much and I have told the White House that, because, we 
made some very tough votes that we wouldn't mind making. But 
now we may never get another chance because now all the atten- 
tion is the other way. 

You're talking about taxes. I can certainly see this in New York, 
but I was a little surprised to hear about South Dakota because the 
farmer is going to get that tax deduction as a deduction off his 
income tax at best. He would lose his house. * 

Mr. Nerison. That's right. 

Senator Abdnor. But if you put this squarely to the average 
person, what little I have seen at least on this end of it, an average 
family of four gets another 4 thousand dollars' worth of deductions 
because of that and a lower tax rate. You might be surprised. I 
have never really balanced this out yet and it's something I want 
to look at very carefully. I think the other area that is going to be 
important for formers and agriculture is going to be the loss of in- 
vestment credit. I think they are doing away with the accumulated 
interest and it looks to me like a very complicated formula for 
trying to figure out depreciation on the rest of your equipment. 
'Things like that have really been a disturbance to me on the tax 




Has Mr. Tidball left? What do you think, Mr. Peterson? Of 
course, you are right here in Mitchell where you do have a lot of 
property tax and your school district has a bigger population. Do 
you think that will hurt this tax provision; this tax provision will 
hurt indirectly education, the inability to take off property tax on 
your home against your income tax? 

Mr. Peterson. Well, it will certainly change some of it because 
people have made Jecisions on their tax breaks over the past sever- 
al years rather than upon a good basis. 

Senator Abdnor. You're talking about business now? 

Mr. Peterson. We?l, I'm talking about homeowners, all of us. We 
make investment decisions or buy homes based on the tax breaks 
we get and the tax system shouldn't be devised that way; We 
should have a tax system that is neutral in this respect and make 
decisions on whether they're good investments or not. 

Senator Abdnor. Mr. Sweet left, too. You raised a very, very 
good point and I'm glad to have that. As I say, I've got to do a lot 
more studying and I don't think we're going to see this tax bill this 
year. First, I would be amazed if we do and second, I don't think 
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you're going to recognize it from the one that actually went in. 
We ve got what we call the Gephardt-Bradley bill. Then you've got 
the Kemp bill, which was the second one, and there are some dif- 
lerent views on that, and I'm sure you're not going to be able to 
nnd a room in Washington with as many hotels as we have We've 
got more people in. there , lobbying on that bill and more will be 
coming than for any piece of legislation that's been before Con- 1 
gress. 

Mr. Nkrison. It may not be a financial problem, but it's going to 
be a psychological problem when you come to an area such as tax- 
ation. • ' 

Senator Abdnor. Well, I can hardly argue that. Some of the 
things I see m the proposal look about as complicated as what we 
had before. We just have to give this a, lot of study, but it is very 
closely related to education; no one can deny that. 

Thank you very muei Two other witnesses have asked today if 
they could appear, and we are happy to let them if time allows. 
One is Tom Fergen of the Letcher High School. Tom, we thank you 
for coming. J 

STATEMENT OF TOM FERGEN, VOCATIONAL EDUCATION 
TEACHER, LETCHER HIGH SCHOOL 

Mr. Fergen. Thank you for sending out the cards and making 
me aware of this. I'm the vocational technical teacher at Letcher 
High School and its a small school. Presently our enrollment next 
year will be 46. 1 believe that there is quality education in a small- 
er school. You can do more with a student in a small school be- 
cause of the more one-on-one contact between the teacher and stu- 
dent. Bigger is not better. You lose a lot. You lose a community, 
and when you lose a school, the town becomes forgotten and when 
the town dies, dollars that would be spent in the* neighboring 
larger schools are no longer spent because take like Letcher, Spen- 
cer. There s a lot of these-a lot o? these people in the Mitchell 
area that derive some of their business off of these people. Like 
Harv s Sport Shop, he makes part of his living this way, and there 
is other needs that the larger town gets from the smaller school. 

pother thing that is hurting, especially in vocational, is the fact 
that I think our vocational needs of students are not— are slowly 
being forgotten. The vocational needs of the school are being 
crowded out because the emphasis is being on academic learning 
more so, because for instance the foreign language requirement in 
the State. Statistics show that 20 percent of high school graduates 

g ?u 0n o ^ college S. ght now - 1 think we are forgetting about the 
othex 80 percent. The other 80 percent need vocational training in 
nigh school so they can go out and find a job. 

I think in South Dakota a lot of our jobs— if we want to keep 
these kids here so they can raise a family, so they can . keep that 
school going in the community, a lot of these jobs are vocational in 
nature. You talk about Trail King provides a lot of jobs. I have had 
students go directly out of school into jobs such as these who have 
taken vocational classes and I think we are tending to forget abc ut 
that type of learning in South Dakota. I knew the push has come 
from the national level toward more academics, but we are starting 
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to— I think we are leaning the wrong way here a little bit and I 
wish we could lean back toward vocational needs of these kids. 

Senator Abdnor. Well, thank you. I certainly wouldn't quarrel 
about vocational education. I think it's probably done more for the 
State to help industry to date than any phase of our education. If 
we could just keep our engineers here, but the more that leave, the 
farther back we go. I heard today about vocational education and I 
am going to get into this deeply because it really affects rural 
America, and I am very concerned about it, too. Do you have any 
formulas of Federal dollars that said you've got Co have so many 
students at school? I don't know. I don t think so. I'm sure back in 
New York they probably think that a high school of 60 is unbeliev-. 
able, but I tell them I was a graduate of a class of 14, but again 
that's a disparity that is different between big cities and states 
than the rural. 

Well, we appreciate your coming. Your comments will be made 
on record and we will keep them because we know that this is an 
important issue. I am more concerned about these declining busi- 
nesses and farms. If you lose another farmer, every tim* a business 
closes, that makes it that much tougher to find dollars vO run the 
school. 

Mr. Fergen. The comment, getting back to this matter, my 
first — what I said here, like if we lose the smaller towns around 
here. I live in Mitchell. I teach in Letcher and l can see if we are 
going to lose a town like Letcher, the town of Emery, the town of 
Spencer, the town of Mount Vernon— these people come to Mitchell 
to do business. Mitchell is going to be hurt, too. 

Senator Abdnor. While we are on that, I used to be a school- 
teacher back in the early fifties, but what do you think the brea- 
koff point ought to be where the schools should be operating now? 

Mr. Fergen. I think the law was established— I don't know 
when— at 32 or 35. 1 think we should just leave it at that right now 
in South Dakota. Of course, the education reform bill has been put 
on hold on account of a referendum initiative. I think we should 
just leave it the way it is and let it work out from there. I think 
raising it up to 45 hurts too many towns, too many communities, 
especially with the agriculture economy the way it is now. It's 
really going to put a blow on a lot of towns. 

Senator Abdnor. Well, we thank you very much. One other wit- 
ness here and that's Kim Hansen. Welcome to our hearing today, 
Kim. 

STATEMENT OF KIM HANSEN, PRESIDENT, LETCHER CHAPTER, 
FUTURE FARMERS OF AMERICA 

Mr. Hansen. Thank you for allowing me to speak. Tm president 
of the Letcher FFA Chapter. Recently at the State FFA Convention 
up in Brookings, our chapter — they received three State Farmer 
Degrees and three first places in the individual contest areas. A 
larger chapter, Brookings, for example, they only received one 
State Farm Degree and one individual— one first place in the indi- 
vidual contest area. Another example cf this would be Tulare. They 
had several first places in the contest areas while the larger chap- 
ters such as Rapid City and Watertown, they didn't— they had very 
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22f a ! U( f e ^ th ^f N ° w ' 1 feel that this shows that-this 
relates almost directly back to the education that they must be get- 
trng m that school. In the smaller school, it seem J like therf b 
more stucenMeacher contact. I noticed that when I went to Forest- 
burg that was recently closed and I talked to students from other 
schools such as Sioux Falls and that, and most ofthem-Sey^y 
2^*^& 0D £ know them by name. They.don't know them 
personally, they don't really care if you pass or flunk or anything. 
• Sector Abdnob. Well.Kim, what were those awards you're Sk- 
mgabout? I know what , FFA does. I go to your nati(,naJ breakfeste 
down there. We juri ; had two young women from Lake Preston and 

A^JI^f 1 ft °T Bal< ?P f S* weeks ^ a ^yb* we will see you 
theni? 80metime ' but tho6e awards, what was the basis for 

Mr. Hansen. Proficiency awards such as in electrification and 
tarm management and home and farm improvement, pork efficien- 
cy- 

Senator Abdnor. Do you attribute it much to the classwork that 
you got back in the school and the individual attention? Are you 
going to be a senior next year? 

Mr. Hansen. Yes. 

Senator Abdnor. How many in your class? 
Mr. Hansen. I think there are about 16. 
Senator Abdnor. Close to mine, 
Mr. Hansen. Yeah. 

Senator Abdnor. Well, thank you very, very much for coming. 

Mr. Hansen. Thank you for allowing me to speak 

Senator Abdnor. We have a few more minutes. I don't want to 

shut anyone off if someone came here with the idea of speaking 

Did I see a hand up? • 

STATEMENT DF MRS. TED NELSON, SR, LETCHER, SD 
Mrs. Nelson. I am Mrs. Ted Nelson, Sr., from Letcher, SD, and I 
appreciated all the information that we have heard this' morning 

if^f^fl^-^ agreeme " t ™ th but I'm also concerned 
about what the children and the young folks are being taught in 
school. First of all, we feel that there is too much time and money 
spent on extracurricular activities, taking away .from the learning 
fame. This we need, a small percent. For instance, Friday, set aside 
Friday and possibly Saturday for extracurricular activities because 
after all, when the student graduates, wha<. has he accomplished' 
and how much has his education prepared him for the future: and 
besides extracurricular activities, also, what are they being taught 
concerning Americanism? , 6 6 

It seems like communism is making a great inroad into our coun- 

hlrm-«te 8r T? , W? for inflta £ ce ' -throughout, with humanities 
and humanism. It s taking away from our.,American heritage and I 
have read open forum letters and read other places wherethe chil- 
dren are being taught communism in subtle ways. -It makes them 
ripe for communism later on in life and this has also been.proven 
by what-how communism grew in Europe and .other countries 
They started in tha grade school and through their education, and 
lute I say, m subtle ways and before, the country knew it, they had 
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fallen into communism. One lady who has left Austria because of 
communism lives in Pierre, SD, said that through sports, they were 
even suggested to the students that wouldn't you rather be spend- 
ing your time with sports than going to church, and the young 
folks, a lot of them agreed in Austria and before they knew it, they 
had fallen to communism. So let's remember the quality of educa- 
tion, why are we being educated. We want to preserve America. 

Senator Abdnor. Mrs. Nelson, let me just say I know how strong- 
ly you feel. I know you're a good friend and I'm sure you don t 
want me in Washington to dictate what you're going to teach in 
your school system. You want to at least keep that oh a local basis. 
If you let the Congress and the bureaucrats do that, you won't have 
much to say. I'm correct, you really don't want to see it coming 
from us, do you? 

Mrs. Nelson. Not necessarily, but to the people in charge of edu- 
cation 

Senator Abdnor. You got your best chance on the local level, I 
suppose. . > 

Mrs. Nelson. Yes, and what we are very concerned about are 
these speakers that are coming into the schools and speaking, pro- 
moting communism, and I do remember in Karl Mundt's days he 
had tins rule of— now, I can't think of the word— that they sign a 
loyalty oath to America, and I think this is good because we are 
hearing that a lot of communism and socialism is being taught, and 
I'm very concerned about the future of America* 

Senator Abdnor. A good point. Thank you very, very much. It's 
almost near the hour of 12 o clock- h there anyone else? 

That will conclude our hearing for today, but it doesn't conclude 
the subject of education as a hearing. I hope that we can ass imil ate 
this material and disseminate it to our colleagues in Washington 
who are from rural and less urban states because I've got to get the 
involvement from them. 

When you think about it, when 75 percent of the people in this 
country live on 2 percent of the land, I think that kind of tells vou 
the problem we are having. So I think we are doing a better job of 
making people aware of this in Washington. It's a little hard to 
persuade certain Members of Congress they ought to go along with 
us from the rural areas, but we keep plugging away; but I think 
they have concern for quality education. I have always been quite 
proud of South Dakota's education. It's got a quality education in K 
through 12, but we do know what the stress on business in farm 
areas lias been and they have to help finance this. It is a real, real 
problem for the months ahead and years ahead if we don't get it 
turned around, and that's why I welcome this opportunity to really 
come out to the heart of rural America and where we mean rural 
America. 

In Washington, you are rural if you're under 50,000 population 
in a city, which means we have only one, Sioux Falls, that's cojisid- 
ered a city. Even Rapid City is rural. So there is a definition of 
rural and we are rural-rural if we could put anything that way. So 
your testimony today has been veiy helpful and certainly will be 
brought to the attention of the entire committee and hopefully we 
can get it out to our other members and eventually keep you 
people talking. That's the only way we can get things done and I 
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guess now we've got to keep our eye on the tax bill, too. I know it's 
a big issue, but until today I wasn't thinking in terms of the 
damage it would do to the school systems. 

So with that, we thank you all very much for coming out today. 
We appreciate the witnesses coming so far. 

The subcommittee stands adjourned. 

[Whereupon, the subcommittee adjourned, subject to the call of 
the Chair.] 
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